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PREFACE 


It  should  be  noted  that,  after  the 
Department  prepared  this  1987  Annual 
Report,  the  Congress  repealed  the 
Medicare  Catastrophic  Coverage  Act, 
effective  January  1,  1990. 
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REPORT  TO  CONGRESS 

IMPACT  OF  THE 
MEDICARE  HOSPITAL  I^DSPECTIVE  PAYMENT  SYSTEM 

1987  ANNUAL  REPORT 

EXECUTIVE  SUMMARY 


The  Social  Security  Amendments  of  1983  and  the  Omnibus  Budget 
Reconciliation  Act  of  1986  (OERA  86)  mandated  a  series  of  six  annual  •  r^orts 
on  the  inpact  of  the  Madicare  Prospective  Payment  System  (PPS) .  The  r^x>rts 
are  required  to  describe  and  assess  the  inpact  of  PPS  on  beneficiaries, 
classes  of  hospitals,  other  providers,  and  other  payers  for  inpatient 
hospital  services.  Special  concern  was  expressed  about  post-hospital  care. 

This  report,   is  the  fourth  in  the  series  and  has  the  foliating  objectives: 

o   provide  an  update  on  the  status  of  PPS  as  of  1987;  and 

o    r^»rt  on  studies  of  PPS  inpact  that  have  been  ccnpleted  since  the 
third  r^»rt  was  prepared. 

The  major  source  of  data  for  this  report  is  the  Medicare  statistical 
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system.  Additional  sourcjes  of  data  for  the  PPS  evaluation  are  provided  by 
Health  Care  Financing  Administration  (HCFA)  supported  contract  and  grant 
resecirdi  activities.  FincLLly,  where  appropriate,  souzrss  of  data  outside  of 
UCFA  are  used,  including  other  Government  sources,  such  as  the  National 
Center  for  Hecilth  Statistics,  and  sources  in  the  private  sector,  such  as  the 
American  Hospital  Association. 

Since  the  objective  of  this  report  is  to  describe  and  analyze  the  inpact 
of  PPS  during  its  fourth  year  (FY  1987) ,  an  atteitpt  has  been  made  to 
incorporate  the  most  recent  data  available  at  the  time  that  the  analyses  were 
conducted.  For  scsre  of  these  analyses,  at  least  preliminary  data  on  FY  1987 
were  available.  For  many  of  the  analyses,  however,  including  many  of  the 
hospital-level  analyses  and  most  of  the  beneficiary-level  analyses,  data  were 
not  yet  available  for  FY  1987,  so  FY  1986  data  were  used.  Future  r^»rts 
will  ij^xdate  these  analyses,  as  the  data  permit.  The  analyses  covered  in  this 
r^»rt  yielded  the  follcwing  major  findings: 

1.  Medicare  benefit  payments  for  inpatient  hospital  care  increased  by 
3.7  percent  in  FY  1987,  the  smallest  increase  in  the  history  of  the 
Medicare  program.  This  continued  the  trend  of  declining  rates  of 
increase,  which  extends  back  to  FY  1981,  but  viiich  has  been  more 
pronounced  under  PPS.  Total  benefit  payments  under  Parts  A  and  B, 
hcwever,  continued  to  increase  in  FY  1987  by  9  percent,  about  the  same 
rate  that  they  have  increased  in  each  of  the  last  3  years.  Rapid 
increases  in  payments  for  hospital  outpatient  and  physician  services 
explain  most  of  the  difference  between  the  continued  high  grcwth  in  total 
payments  and  the  declining  rates  of  increase  in  inpatient  hospital 
payments. 
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2.  Total  days  of  iipatient  care  per  1,000  Medicare  aged  beneficiaries 
ocntinued  to  decline  in  1986,  as  discharges  continued  to  decline  and 
length  of  stay  appears  to  have  reached  a  plateau.  The  rate  of  use  of 
days  of  acute  inpatient  care  by  Medicare  aged  beneficiaries  was 

29  percent  lower  in  1986  than  in  1983.  Oanoem  that  utilizaticai  declines 
vrould  fall  di^roporticaTately  on  hi^  risk  age,  sex,  and  race  groups  do 
not  c^3peeir  to  be  well-founded.  The  data  indicate  that  there  has  been 
little  change  in  relative  utilizatiCTi  rates  among  these  deanographic 
grot^js  of  Medicare  beneficiaries. 

3.  Rehospitalization  and  hospital-related  mortality  rates  were  studied  for 
evidence  of  changes  in  the  effectiveness  of  inpatient  care.  The  decrease 
in  inpatient  utilizaticxi  has  tended  to  increase  both  rates,  possibly 
because  the  severity  of  admissicaTS  has  increased.  A  study  by 
Systemetrics  found  that  changes  in  case  mix  could  account  for  essentially 
all  of  the  increase  in  mortality  between  FY  1984  and  FY  1986.  This  study 
CCTitrolled  for  disease  category,  stage  of  illness,  hi<^  risk  conorbidity, 
age,  and  sex.  The  analysis  of  reho^italizaticxi  rates  cCTiducted  by  Abt 
Associates  shewed  modest  increases  in  rdx3^italizatic«i  that  predate  PPS, 
tut  may  have  been  reinforced  by  PPS.  Ihe  Abt  analysis,  however,  did  not 
ccxTtrol  for  changes  in  case  mix. 

4.  The  proporticxi  of  Medicare  beneficiaries  using  hone  health  agency  (HHA) 
and  skilled  nursing  facility  (SNF)  services  within  30  days  of  discharge 
has  increased.  More  services  are  also  being  provided  within  7  and 

30  days  of  discharge  than  before  PPS.  These  trends  are  ocxTsistent  with 
the  view  that  SNF  and  HHA  services  have  increasingly  substituted  for 
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irpatient  hospital  care  in  recent  years.  Econcsnetric  analyses,  however, 
suggest  that  PPS  has  primarily  shifted  the  timing  of  SNF  and  HHA 
services,  rather  than  changed  the  total  volume  of  services.  With  the 
passage  of  the  Medicare  Catastrcphic  Coverage  Act  of  1988  and  sane  other 
events  (clarification  of  the  definition  of  "skilled"  level  of  care  and  a 
court  decision  regarding  intermittent  HHA  care) ,  it  is  likely  that  total 
SNF  and  HHA  utilization  will  increase  in  the  future. 

5.  The  data  suggest  that  post-hospital  services  have  beccane  more  available 
to  Mediccire  beneficiaries  during  the  PPS  years.  The  number  of  Medicare 
certified  SNFs  and  HHAs  has  increased.  There  has  been  a  large  increase 
in  the  number  of  hospital-based  HHAs,  v^ch  may  facilitate  discharge 
planning  for  patients  in  need  of  post-hospital  care.  In  addition,  SNFs 
and  HHAs  appear  to  be  offering  a  wider  range  of  serv^ices.  The  gap 
between  urban  and  rural  utilization  rates  of  post-hospital  care  has  been 
shrinking,  especially  for  SNF  care. 

6.  Hospitals  with  swing-ted  programs  anc3/or  long-term  care  units  have  been 
hypothesized  to  te  e^jecially  susc^jtible  to  the  financial  incentives 
under  PPS  for  early  acute  care  discharge.  HCFA  funded  a  University  of 
Colorado  (UC)  study  of  this  issue.  UC  found  no  differential  changes  in 
length  of  stay  or  case  mix  tetween  swing-bed  hospitals  and  a  ccaiparison 
group  of  hospitcils  that  would  indicate  adverse  effects  of  swing-bed 
care.  At  least  among  the  small  rural  hospitcils  studied,  swing-bed  care 
c^jpeared  to  substitute  for  other  SNF  and  heme  hesilth  care  and  contributed 
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to  lower  subsequent  'acute  care  use  and  cost.  Tlie  study  concluded  that 
swing-bed  care  provides  a  viable  additional  qption  for  Medicare 
post-hospital  care. 

7.  Section  9305  (i)  of  OERA  86  requires  that  this  report  contain  information 
on  reconsideration  and  appeals  regarding  payment  for  post-hospital  care. 
The  option  of  reconsideration  and  appeal  is  available  to  beneficiaries 
v^ose  claims  were  denied.  In  FY  1988,  approximately  22  percent  of  SNF 
claims  were  denied,  compared  to  28.6  percent  in  FY  1987.  In  FY  1988, 
there  were  16,587  reconsideration  requests,  which  conprised  approximately 
9.8  percent  of  denied  SNF  claiins  and  2.1  percent  of  all  SNF  claims. 
Including  submissions  from  the  previous  year,  18,710  requests  were 
processed,  of  which  5,996  were  reversed  in  whole  or  in  part.  There  were 
1,231  Administrative  Law  Judge  cases  ccnpleted,  of  vAiich  742  were 
reversed.  Curing  FY  1988,  approximately  3.6  percent  of  HHA  claiins  were 
denied,  caipared  to  5.7  percent  in  FY  1987.  In  FY  1988,  there  were 
43,894  hone  health  ca2?e  cases  sutartiitted  for  reconsideration,  vtiich 
conprised  approximately  17  percent  of  all  HHA  denials  and  0.6  percent  of 
cill  HHA  claims.  Including  sutmissions  frcan  the  previous  year,  a  total  of 
60,756  cases  were  processed,  of  v^ich  20,208  were  reversed.  Of  8,971  HHA 
appeals  received  in  FY  1988,  3,296  were  heard  with  2,452  reversed 
partially  or  fully. 

8.  Significant  revenue  grcwth,  cc?nbined  with  a  sharp  reduction  in  the  rate 
of  increase  in  Medicare  cperating  costs,  resulted  in  a  first  year  PPS 
operating  margin  of  14  percent. 
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During  the  second  PPS  year,  PPS  cperating  revenue  and  Medicare  operating 
costs  grew  at  about  the  sane  rates,  and,  as  a  result,  the  PPS  cperating 
irargin  remained  at  about  the  PPS-1  level.  Since  then  the  PPS  margin  has 
declined  (to  9-10  percent  in  PPS-3  and  about  4  percent  in  PPS-4)  as  PPS 
revenue  per  case  has  risen  more  slcwly  (about  4  percent  annually) ,  and 
Medicare  cperating  cost  per  case  has  continued  to  rise  at  annual  rates  of 
9-10  percent. 

9.  Possible  factors  responsible  for  the  9-10  percent  annual  increases  in 
Medicare  cperating  cost  per  case  since  PPS-2  include  changes  in  hospital 
behavior  and  the  adcption  and  diffusion  of  expensive,   increasingly 
corplex  services.  The  evidence  is  suggestive,  but  hardly  conclusive, 
that  the  high  margins  of  the  early  PPS  years  lessened  the  pressure  for 
continuing  cost  reductions.  As  a  result,  hospitals  may  not  have 
continued  to  press  their  medical  staffs  for  additional  cost  savings  and 
may  have  been  more  receptive  to  medical  staff  requests  for  new  diagnostic 
and  therapeutic  capabilities.  In  addition,  recent  research  at  Rand 
(Carter,  1989)  found  that  about  two-thirds  of  the  2.4  percent  increase  in 
case  mix  between  FY  1986  and  FY  1987  was  unrelated  to  coding  and 
diagnosis  related  group  classification  effects,  and  hence  is  presumed  to 
reflect  increased  patient  resource  requirements. 

10.  Medicare  capital  costs,  which  continue  to  be  paid  on  a  reasonable  cost 
basis,  have  risen  more  rapidly  than  operating  costs  during  the  PPS 
period.  As  a  result,  the  ratio  of  inpatient  capital  to  cperating  costs 
has  risen  from  8.6  percent  in  the  Tax  Equity  and  Fiscal  Responsibility 
Act  (TEFRA)  year  to  11.3  percent  in  the  PPS-3  year. 
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This  ratio  had  been  fairly  stable  in  the  8  percent  range  for  several 
years  prior  to  PPS.  It  is  not  possible  to  determine  the  extent  to  ^vtiich 
the  rise  in  this  ratio  r^resents  a  shift  in  cost   acxxxinting  in  response 
to  PPS  or  a  genuine  increase  in  the  capital  intensity  of  inpatient  care. 

11.  As  shewn  in  previous  Iirpact  Reports,  PPS  cpernting  margins  vary  widely 
among  different  groups  of  hospitals.  Particularly  noteworthy  in  the 
fourth  PPS  year  is  the  relatively  Ydgh.  margins  of  major  teaching 
hospitals.  Major  teaching  hospitals  have  consistently  displayed  higher 
PPS  margins  than  other  hospital  groups.  Ihey  also  have  proved  more  able 
to  resist  declines  in  PPS  margins  than  other  groups,  even  though  indirect 
medical  education  payments  were  reduced  in  1986.  Their  PPS  c^)erating 
margin  declined  from  the  18-20  percent  range  in  PPS-1  and  PPS-2  to 

13.6  percent  in  PPS-4. 

12.  Rural  hospitals  continue  to  display  lover  PPS  cperating  margins  in  the 
third  and  fourth  PPS  years  than  do  urban  hospitals.  Indeed,  in  the  PPS-4 
year,  the  PPS  cperating  margin  of  rural  hospitals  slif^sed  belcw  zero 
(frcan  -0.2  to  -0.8  percent,  d^jending  on  the  exact  set  of  hospitals 
examined) .  Between  the  PPS-1  and  the  PPS-4  years,  however,  PPS  operating 
revenue  per  case  rose  at  about  the  saine  rate  for  urban  and  rural 
hospitals.  Medicare  operating  cost  per  case  has  risen  less  rapidly  for 
rural  than  for  urban  hospitals  over  the  same  period.  As  a  result,  the 
difference  in  urban-rural  PPS  operating  margins  has  narrated  slightly. 
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13.  These  findings  on  urban-rural  PPS  operating  inargins  are  consistent  with 
the  conclusiCTi  set  forth  in  the  1987  PepDrt  to  Congress,  "Studies  of 
Urban-Rural  and  Related  Geographiccil  Adjustments  in  the  Medicare 
Prospective  Payment  System."  The  Report  concluded  that  the  changes  made 
in  the  PPS  payment  structure  since  1987  have  essentially  removed 
systematic  biases  against  rural  hospitals  as  a  group.  Only  one  of  these 
changes — the  establishment  of  separate  urban-rural  outlier  offsets — is 
substanticilly  reflected  in  the  PPS-4  data.  Subsequent  changes,  whose 
effects  are  expected  to  be  reflected  in  future  years'  data,  include  the 
case  wei^ting  of  payment  rates,  ccarpletion  of  the  transition  to  national 
rates,  and  differential  update  factors. 

14 .  There  is  considerable  evidence  that  further  changes  in  the  PPS  payment 
formula  will  not  solve  the  problems  of  many  rural  hospitals.  Large 
declines  in  inpatient  utilization  pose  a  major  prcblem  that  PPS  cannot 
address.  HCFT^- funded  research  (Hendricks,  1988)  found  that  54  percent  of 
the  rural  hospitals  studied  had  discharge  declines  in  excess  of 

20  percent  during  1983-1986.  Increases  in  total  cost  per  case  were  found 
to  be  strongly  related  to  declines  in  discharges.  Hospitals  with 
discharge  declines  in  excess  of  40  percent  experienced  a  3-year  rate  of 
increase  in  cost  per  case  of  95  percent,  ccnpared  to  less  than  3  percent 
for  hospitals  v*iose  discharges  increased  by  more  than  20  percent. 
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15.  Since  1983,  rural  hospitals  have  r^resented  an  increasing  share  of  total 
closures.  Both  urban  and  rural  closures  tend  to  be  small  hospitals  and 
have  been  concentrated  in  Texas,  California,  New  York,  and  the  Midwest. 
Hendricks  found  that  the  majority  of  rural  hospitals  that  closed  between 
1980  and  1985  were  located  in  counties  with  other  acute  care  hospitals. 
Even  when  the  hospital  that  closed  was  the  only  hospital  in  the  county, 
Hendricks  concluded  that  there  were  few  situations  vtiere  needs  are  likely 
to  be  unserved.  Over  half  of  these  counties  were  adjacent  to 
metrcpolitan  statistical  areas,  and  inspection  of  road  maps  shewed  that 
almost  all  are  near  cities  with  a  hospital.  Under  these  circumstances, 
prcblems  may  be  limited  to  persons  with  poor  access  to  transportation  and 
other  types  of  personal  assistance. 

16.  Qianges  in  health  insurance  and  health  services  markets  that  began  in  the 
early  1980s  and  gained  nonentum  with  the  introduction  of  PPS  continued  in 
1987.  Increased  use  of  prospective  hospital  payment  is  found  among 
Medicaid  programs  and  Blue  Cross  plans.  Research  suggests  that,  even 
after  controlling  for  the  ind^)endent  effects  of  Blue  Cross  cost 
containment  mecisures,  PPS  spillover  effects  appear  to  have  reduced 
payments  for  Blue  Cross  patients  under  age  65. 

17.  Other  major  changes  include  the  rapid  grcwth  of  managed  ceire  systems  such 
as  health  maintenance  organizations  and  preferred  provider  organizations 
and  the  expansion  of  various  forms  of  self- insurance.  Ihese  changes  are 
not  clearly  attributable  to  the  introduction  of  PPS.  However,  PPS 
"legitimized"  cost  containment  activities  by  other  payers  and  certainly 
contributed  to  caipetition  among  insurers  in  the  middle  and  late  1980s. 
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Chapter  1 

INTRDDUCnON 

This  is  the  fourth  in  a  series  of  six  annual  r^xDrts  by  the  Department  of 
Health  and  Human  Services  (CHHS)  to  describe  and  assess  the  inpact  of  the 
Medicare  Hospital  Prospective  Payment  System  (PPS) .  PPS  was  enacted  by  the 
Congress  in  the  Social  Security  Amendments  of  1983  (Public  law  98-21) . 
Section  603(a)  of  that  legislation  requires  the  Secretary  of  Health  and  Human 
Services  to: 

. . .  study  and  r^»rt  annually  to  the  Congress  at  the  end  of  each  year 
(beginning  with  1984  and  ending  with  1987)  on  the  iirpact,  of  the  payment 
methodology  under  Section  1886(d)  of  the  Social  Security  Act  during  the 
previous  year,  on  classes  of  hospitals,  beneficiaries,  and  other  payors 
for  inpatient  hospitcil  services,  and  other  providers,  and,  in  particular, 
on  the  iirpact  of  ccaiputing  WG   [diagnosis  related  group]  prospective 
payment  rates  by  census  division,  rather  than  exclusively  on  a  national 
basis. 

Each  annual  r^»rt  is  also  to  include  reccanmendations  for  such  changes  in 
legislation  as  the  Secretary  deems  apprcpriate. 

In  the  Omnibus  Budget  Reconciliation  Act  of  1986  (OBRA  86,  Public  Law 
99-509) ,  the  Congress  extended  the  mandate  for  the  annual  r^xsrts  through 
1989.  Section  9305  (i)  of  OBRA  86  requires  that  each  annual  r^xDrt  shall 
include: 
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(i)  an  evaluation  of  the  adequacy  of  the  procedures  for  assuring  quality 
of  post-hospital  services  furnished  under  title  XVIII  of  the  Social 
Security  Act, 

(ii)  an  assessment  of  prcblems  that  have  prevented  groups  of  medicare 
beneficiaries  (includijig  those  eligible  for  medical  assistance  under 
title  XIX  of  such  Act)  fron  receiving  appropriate  post-hospital  services 
covered  under  such  title,  and 

(iii)  information  on  reconsiderations  and  appeals  taken  under  title  XVIII 
of  such  Act  with  respect  to  payment  for  post-hospital  services. 

This  information  wcis  to  be  included  beginning  with  the  1986  r^xDrt. 

In  response  to  this  congressional  mandate,  CHHS  has  undertaken  a  major 
effort  to  evaluate  the  new  payment  system.  Ihis  evaluation  effort  has  been 
designed  and  inplemented  with  the  follcwing  c±)jectives  in  mind: 

o   to  conduct  a  systematic  evaluation  of  a  policy  change  that  has  had  a 
dramatic  effect  on  the  entire  health  care  system; 

o   to  describe  the  behavioral  changes  occurring  among  the  institutions 
and  individuals  that  provide,  utilize,  and  pay  for  health  care, 
particularly  amc^Tg  Medicare  providers  and  beneficiaries;  and 

o   to  determine,  to  the  extent  possible,  the  degree  to  vMch  PPS  is 
responsible  for  the  changes  ciDserved  since  its  irnplementation. 

The  series  of  annual  r^x>rts  is  based  on  this  effort. 
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The  first  report  in  this  annual  series  (U.S.  D^jartment  of  Health  and 
Human  Services,  1985)  was  devoted  primarily  to  a  discussion  of  the 
develcproent  and  major  features  of  PPS,  an  outline  of  the  methodological 
approach  to  be  taken  in  evaluating  its  inpact,  and  a  presentation  of  early- 
descriptive  data  on  the  performance  of  the  health  care  sector  during  the 
first  year  of  prospective  payment.  The  second  report  (U.S.  D^sartment  of 
Health  and  Human  Services,  1987)  updated  the  information  presented  in  the 
first  r^x>rt  and  addressed  several  additional  issues  that  could  not 
previously  be  addressed,  due  to  the  availability  of  new  data  and  results  from 
several  studies  that  were  in  their  initial  or  planning  stages  at  the  time 
that  the  first  report  was  written.  The  third  r^xDrt  (U.S.  Department  of 
Health  and  Human  Services,  1989)  reflected  a  substantial  increase  in.  the 
volume  of  available  information  on  the  irrpact  of  PPS.  It  reported  on  many 
studies  begun  ecirly  in  the  PPS  period  that  shed  more  light  on  the  effects  of 
the  new  payment  system. 

This  fourth  r^ort  has  the  following  c±)jectives: 

o   provide  an  update  on  the  status  of  PPS  as  of  1987,  and 

o    r^xjrt  on  studies  of  PPS  irtpact  that  have  been  cotpleted  since  the 
third  r^xDrt  was  pr^jared. 

The  major  source  of  data  for  this  r^xDrt  is  the  Medicare  statistical 
system.  The  Health  Care  Financing  Administration  (HCFA)  collects  a  rich  body 
of  data  associated  with  the  utilization  and  cost  of  inpatient  hospital 
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services  and  other  inhospital  and  ambulatory  care  services  covered  by 
Medicare. 

Additional  sources  of  data  for  the  PPS  evaluation  are  provided  by  HCFA 
supported  contract  and  grant  resecirch  activities.  Ihese  activities  have 
provided  nany  of  the  analyses  of  the  iiipact  of  PPS  as  well.  Finally,  where 
apprcpriate,  sources  of  data  outside  of  HCFA.  are  used,  including  other 
Government  sources,  such  as  the  National  Center  for  Health  Statistics,  and 
sources  in  the  private  sector,  such  as  the  American  Hospital  Association 
(AHA). 

Since  the  objective  of  this  report  is  to  describe  and  analyze  the  iiipact 
of  PPS  during  its  fourth  year  (FY  1987) ,  an  attenpt  has  been  made  to 
incorporate  the  most  recent  data  available  at  the  time  that  the  analyses  were 
conducted.  For  scsne  of  these  analyses  at  least  preliminary  data  on  FY  1987 
were  available.  In  the  absence  of  FY  1987  data,  FY  1986  data  were  used. 
Future  r^»rts  will  update  many  of  these  analyses  as  the  data  permit. 

One  of  the  major  prc^lems  in  evaluating  PPS  is  that  of  attribution.  It 
is  difficult  to  draw  strong  causal  inferences  about  the  effects  of  the  new 
system  because  of  the  rapidly  changing  nature  of  the  health  care  sector. 
Mcuiy  changes  are  occurring  that  might  plausibly  account  for  effects  of  the 
p/pQ  anticipated  under  PPS.  Both  desirable  and  undesirable  effects  that 
mic^t  be  consistent  with  expectations  about  PPS  may  actually  be  caused  by 
other  factors  or — ^most  likely — are  the  joint  product  of  PPS  and  several  other 
factors. 

Ihe  remainder  of  this  introductory  chapter  reviews  the  status  of  PPS 
payment  rules  in  FY  1987  and  updates  trends  in  Medicare  benefit  payments  by 
major  service  categories  (irpatient  hospital,  hospital  outpatient,  physician 
services,  and  post-acute  care  services.)  This  material  provides  a  context 
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for  inuch  of  the  discussion  that  follows  in  subsequent  chapters. 

Ihe  four  chapters  that  follcv^  cire  almost  equally  divided  between  the 
inpact  of  PPS  on  Medicare  beneficiaries  and  the  inpact  of  PPS  on  the  health 
care  sector.  Chapter  2  deals  with  PPS  iitpact  on  Medicare  beneficiaries,  and 
Chapter  3  focuses  specifically  on  scroe  recent  studies  of  post-hospital  care 
that  deal  with  both  beneficiary  and  provider  issues.  Chapter  4  discusses  PPS 
inpact  on  Medicare  providers  of  inpatient  and  outpatient  hospital  care. 
Chapter  5  looks  beyond  Medicare  to  the  rest  of  the  health  care  sector, 
focusing  on  other  payers.  Information  on  physicians'  services  that  in  past 
years  has  been  included  as  part  of  the  PPS  annual  r^x)rt  has  been  omitted 
this  year.  These  issues  are  being  addressed  in  detail  in  the  report  mandated 
by  Section  4056(c)  (2)  of  Public  Law  100-203,  "Growth  in  the  Volume  and 
Intensity  of  Physician  Services:  Issues  and  Options." 

PPS  Payment  Rules  in  FY  1987 
Under  the  original  PPS  legislation,  FY  1987  would  have  marked  the  end  of 
the  phase- in  period  frcm  blended  hospital-specific,  regional,  and  national 
payment  rates  to  fully  national  rates.  As  discussed  in  the  1986  Annual 
Report,  however,  Public  Law  99-272 — the  Consolidated  Omnibus  Budget 
Reconciliation  Act  (COBRA) — delayed  the  transition  by  1  year  for  all  PPS 
hospitals  exc^Jt  those  in  Oregon.  Under  the  revised  schedule,  for  the  cost 
reporting  period  beginning  in  FY  1987,  most  hospitals'  PPS  rates  went  from  a 
45/55  percent  blend  to  a  25/75  percent  blend  of  hospital-specific  and  Federal 
rates.  Ihe  natiaial/regional  blend  of  the  Federal  portion  of  the  PPS  rate 
changed  fran  25  percent  national/75  percent  regional  in  FY  1986  to  50  percent 
national/50  percent  regional  in  FY  1987. 
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In  most  other  respects,  PPS  changed  very  little  in  FY  1987.  Massachiasetts 
and  New  York  hospitals  began  their  second  full  year  on  PPS  at  various  times 
during  FY  1987.  Marylcind  and  New  Jersey  hospitals  continued  to  be  paid  under 
a  waiver  from  PPS.  Other  hospitals  excluded  frcm  PPS  (i.e.,  psychiatric, 
rehabilitation,  ciiildren's,  and  long-term  care  hospitals)  continued  to  be 
excluded  in  FY  1987.  Ihe  disprc^x>rtionate  share  payment  provisions  and 
related  reduction  in  indirect  medical  education  payments,  enacted  in  COBRA 
and  vAiich  became  effective  May  6,  1986,  continued  without  change. 
Capital-related  and  direct  mediccil  education  costs  continued  to  be  paid  on  a 
reasonable  cost  basis.  Public  Law  99-509  (OBRA  86) ,  hcwever,  reduced 
payments  for  coital-related  costs  by  3.5  percent  for  portions  of  cost 
r^»rting  periods  in  FY  1987.  Additioncil  details  of  the  disprcportionate 
share  and  capital  payment  provisions  are  discussed  in  Chapter  4. 

Medicare  Benefit  Payments 
In  FY  1987,  the  rate  of  increase  of  total  Medicare  benefit  payments  was 
9.0  percent,  and  the  growth  during  the  period  FY  1984  through  FY  1987  was  the 
slowest  for  any  4  consecutive  years  since  Medicare  began.   (See  Table  1.1  for 
an  overview  of  the  estimated  incurred  Medicare  benefit  payments  under  both 
the  Hospital  Insurance  (HI)  and  the  Supplementary  Medical  Insurance  (SMI) 
Programs.)  PPS  has  helped  to  reduce  the  growth  in  Medicare  benefit  payments 
for  irpatient  ho^ital  services,  v*iich  account  for  more  than  60  percent  of 
tot2il  benefit  payments.  However,  grcwth  has  not  slewed  in  two  types  of 
services  that  oorprise  another  33  percent  of  the  total  Medicare  benefit 
payments:  hospital  outpatient  services  and  physician  services.  Tables  1.2 
and  1.3  provide  dollar  and  percentage  distributions  of  incurred  benefit 
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payments  by  type  of  provider  from  the  beginning  of  the  Medicare  program 

through  FY  1987. 

Inpatient  Hospital  Benefit  Payments 

Inpatient  hospital  benefit  payments  increased  4.7  percent  in  FY  1986 — at 
that  time  the  smallest  increase  in  the  Medicare  program's  history.  The 
grcwth  in  hospital  benefit  payments  continues  to  slew  dcwn:  for  FY  1987,  the 
increctse  was  only  3.7  percent. 

Ihe  percentage  of  total  Mediccire  benefit  payments  accounted  for  by 
inpatient  hospital  services  had  drcfped  before  PPS — fron  a  peak  of 
70.1  percent  in  FY  1972  and  FY  1973  to  65.2  percent  in  FY  1983.  After 
4  years  of  PPS,  the  share  of  irpatient  hospital  payments  was  at  an  all-time 
low  of  58.7  percent  in  FY  1987. 
Outpatient  Hospital  Benefit  Payments 

Outpatient  hospital  payments  grew  frcsn  $25  million  in  FY  1967  to  over 
$6.1  billion  in  FY  1987.  In  previous  PPS  Iiipact  R^xDrts,  we  noted  that 
outpatient  hospital  payments  had  double-digit  increases  in  every  year  since 
the  beginning  of  the  Medicare  program.  Mich  of  this  increase  was  due  to 
expansions  in  coverage  for  outpatient  services  as  the  Medicare  program 
developed,  such  as  including  routine  maintenance  dialysis  treatments  in 
FY  1974.  Under  PPS,  with  inpatient  hospital  benefits  growing  at  a  decreasing 
rate,  the  share  of  outpatient  hospitcil  payments  has  continued  to  increase — to 
7.5  percent  in  FY  1987.  At  the  beginning  of  the  Medicare  program  in  1967, 
the  share  of  outpatient  hospital  payments  was  only  0.6  percent. 
Physician  Benefit  Payments 

Fhysician  services  continue  to  be  second  only  to  irpatient  hospital 
services  in  volume  of  Medicare  benefit  payments.  As  shewn  in  Table  1.2, 

1.7 


physician  payment  increased  from  $1.0  billion  in  FY  1967  to  $13.8  billion  in 
FY  1983.  Vfe  r^»rted  in  previous  reports  that  the  ccmpounded  annual 
rate  of  incrscise  during  the  pre-PPS  period  was  17.2  percent.  The  grcwth  in 
incurred  Medicare  benefit  payments  for  physician  care  slewed  during  fiscal 
years  1984  and  1985,  but  a  sharp  increase  occurred  in  FY  1986  (14.2 
percent) .  In  1987,  that  grcwth  continued  at  a  rate  of  16.3  percent. 
Skilled  Nursing  Benefit  Payments 

Skilled  nursing  payments  account  for  a  smaller  share  of  total  Medicare 
benefit  payments  than  any  other  major  coirponent.  Benefit  payments  for 
skilled  nursing  care  have  follcwed  an  irregular  pattern  of  grcwth — rising  and 
falling — for  20  years.  We  reported  that  the  coitpounded  annual  rate  of 
increase  during  the  pre-PPS  period  was  8  percent.  However,  the  grcwth  in 
estimated  incurred  benefit  payments  for  skilled  nursing  care  was  4.4  percent 
in  FY  1987,  conpared  to  a  -1.1  decrease  in  FY  1986. 
Heme  Health  Benefit  Payments 

Heme  hecdth  benefit  payments  grew  at  annual  rates  of  20-30  percent  in  the 
early  1980s.  Since  1985,  single  digit  rates  of  increase  have  occurred.  In 
1987,  heme  health  benefit  payments  increased  6.7  percent. 
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ESTIBATED  INCURRED  MEDICARE  BENEFIT  PAYMENTS 
UNDEi?  HOSPITAL  INSURANCE  (HI)  AND  SUPPLEHENTARY  HEDICAl  INSURANCE  (SMI) 
Ft   l?67-67 
(in  i  feill)ons> 


HI  Psyients 

sni  Pi 

^•ent£ 

Totdi  ?; 

i/tents 

FlsCal 

Psr 

CEnt 

Percent 

Percent 

Year   (, 

lount   Cbanae 

Haount 

Change 

n«ount   ( 

Ihanoe 

19o7 

2.9'7 

1.109 

4.006 

1960 

2.000 

33.5 

1,443 

30.1 

5,311 

32.6 

196' 

4.67^ 

20.9 

1,750 

21.3 

6.425 

21.0 

1970 

5.018 

7.3 

1,929 

10.2 

6.947 

B.i 

1971 

5.-2; 

12.1 

2.090 

8.3 

7.713 

11.0 

1972 

6.176 

9.8 

2,239 

9.5 

8,465 

9.7 

1973 

6.787 

9.9 

2,500 

9.2 

9,287 

9.7 

1974 

9.304 

22.4 

3,149 

26.0 

11,453 

23.3 

1975 

10.331 

25.0 

3,928 

24.7 

14.309 

14.9 

197o 

12.357 

19.0 

4,818 

22.7 

17,175 

20.0 

TQ« 

3,307 



1,465 



4,772 



1977 

15.175 



6.134 



21,309 



1978 

17,549 

15.6 

7,254 

18.3 

24,803 

16.4 

1979 

20,132 

14.7 

8,613 

1S.7 

28,745 

15.9 

19B0 

24.263 

20.5 

10.469 

21.5 

34,737 

20.8 

1981 

29,140 

20.1 

12,558 

20.0 

41,698 

20.0 

1982 

J4,524 

18.5 

14,817 

18.0 

49,341 

18.3 

19B3 

J9.408 

14.1 

17,662 

19.2 

57,070 

15.7 

1984 

4J.144 

9.3 

19,845 

12.4 

62,98? 

10.4 

1965 

^6.652 

B.l 

21,948 

10.6 

68.600 

8.9 

1986 

48.87: 

4.8 

25.694 

17.1 

74,56? 

S.7 

1987 

50,79o 

3.5 

30,469 

18.^ 

81,265 

?.o 

t    Transiticnal  ouarter  to  adjust  for  change  in  start  of  Federal  fiscal  year  froa 
July  1  to  October  1  in  1976. 

Source:  Health  Care  Financino  Adainistration,  Office  of  the  Actuary. 
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[STIKATED  1H;ijF,F,ED  riSDICARE  BENEFIT  PAYMENTS  BY  TYPE  OF  PROVIDER 
FY  1967-67 
'in  $  ■liiionsj 


Fiscal 

inpatient 

Outpat 

lent 

Skilled 

Year 

Hospit 

al 

Hospit 

ai  1/ 

Physicians  2/ 

Nursing 

HHA  3/ 

Pet. 

Pet. 

Pet. 

i 

^ct. 

Pet. 

Aiount 

ihanoe  naount 

Chanae  Asount 

Change  Aiount   Change  Miount 

Change 

1967 

2,729 

25 

_- .„ 

1,049 

-._• 

147 

„.._ 

34 

— — 

196B 

3,464 

26.9 

43 

72.0 

1,343 

2B.0 

361 

145.6 

69 

102.9 

1969 

4,200 

21.2 

79 

33.7 

1,598 

19.0 

416 

15.2 

94 

36.2 

1970 

4,663 

11.0 

114 

44.3 

1,739 

8.8 

294 

-29.3 

99 

5.3 

1971 

14.8 

148 

27.8 

1,869 

7.5 

216 

-26.5 

85 

-14.1 

1972 

5,937 

10.9 

171 

15.5 

2,037 

9.0 

180 

-16.7 

91 

7.1 

1973 

6,513 

9.7 

193 

12.9 

:,206 

8.3 

203 

12.8 

116 

27.5 

1974 

",945 

22.0 

381 

?7.4 

2,641 

19.7 

255 

25.6 

152 

31.0 

1975 

9,943 

25.1 

538 

41.2 

3,194 

20.9 

280 

9.8 

245 

61.2 

1976 

11,808 

18.8 

751 

39.6 

3,802 

19.0 

318 

13.6 

356 

45.3 

IB* 

3,153 

256 



1,128 



87 



107 



1977 

14,508 



1,076 



4,725 



352 

476 

1978 

16,813 

15.9 

1,299 

20.7 

5,595 

18.4 

332 

0.0 

555 

14.4 

1979 

19,299 

14.8 

1,576 

21.3 

6,619 

18.3 

344 

4.0 

649 

16.9 

1980 

23,2?0 

20.7 

1,890 

19.9 

8,049 

21.4 

401 

9.6 

782 

20.5 

1981 

27,891 

19.8 

2,279 

20.6 

9,690 

20.4 

439 

9.5 

976 

24.8 

1982 

32,769 

17.5 

2,708 

18.8 

11,578 

19.5 

477 

8.7 

1,293 

32.5 

1983 

37,222 

13.6 

3,188 

17.7 

13,817 

19.3 

522 

9.4 

1,484 

30.4 

1984 

40,597 

9.1 

3,641 

14.2 

15,347 

11.2 

548 

5.0 

2.024 

20.0 

1985 

43,893 

8.1 

4,176 

14.7 

16,410 

8.1 

570 

4.0 

2,203 

8.B 

1986 

45,977 

4.7 

5,026 

20.4 

18,771 

14.2 

544 

-1.1 

2,332 

5.9 

1987 

47,688 

3.7 

6,122 

21.8 

22,041 

14.3 

589 

4.4 

2,489 

6.7 

1/  Indudffs  paytMti  for  roatiM  •aintnance  dialysis  trtatMnts  since  FY  1974. 
2/  loclttdes  payftnts  for  infMtient  radiology  and  pathology  services,  as  veil  as 

durable  tedical  equipMot,  aafaulance,  and  several  other  non-physician  services 

covered  under  Medicare  Supfileientary  Hedical  Insurance. 
3/  Includes  payeents  under  both  Medicare  Hospital  Insurance  and  Suppleeentary 

Mical  Insurance. 

•    Transitional  quarter  to  adjust  for  change  in  start  of  Federal  fiscal  year  frot 
July  1  to  October  1  in  1976. 

Note:    Paveents  on  an  incurred  basis  bv  type  of  provider  are  estimated  and  subject  to 
change  as  tore  recent  and  coapiete  data  becote  available  and  estimates  are  revised. 


Source;  Health  Care  Financing  Adiinistration,  Office  of  the  tictuary. 


Table  1.3 

DI5TRISUTIQW  OF  E5TIHATED  INCURRED  MEDICARE  BENEFIT  FAYHENTS 
BY  TYPE  OF  PROVIDER 
FY  1967-87 


1  Includes  Independent  Libs,  GPPP  and  Hospice. 

»  Transitional  quarter  to  adjust  for  change  in  start  of  Federal  fiscal  year  froi 
July  1  to  October  1  in  1976. 

Source:  Health  Care  Financing  Adeinistration,  (Hfice  of  the  Actuary. 


Fiscal 

inpatient 

Outoatient 

Skilled 

Year 

Hospital 

Hospital 

Physicians 

Nursino 

riHA 

Other  1/ 

1967 

sB.l  -, 

y.6  I 

26.2  Z 

3.7  l 

0.8  I 

0.5  2 

1968 

o5.2 

u.S 

25.3 

6.8 

1.3 

0.6 

1969 

o5.4 

1.2 

24.9 

6.5 

1.5 

0.6 

1970 

67.1 

1.6 

25.0 

4.2 

1.4 

0.5 

1971 

c9.4 

1.9 

24.2 

2.8 

1.1 

0.5 

1972 

^0.1 

2.0 

24.1 

2.1 

1.1 

0.6 

1973 

:(-.l 

2.1 

23.8 

2.2 

1.2 

0.6 

1974 

69.4 

23.1 

2.2 

1.3 

0.7 

1975 

o9.5 

3.S 

22.3 

2.0 

1.7 

0.8 

1976 

63.8 

4.4 

22.1 

1.9 

2.1 

0.8 

T3* 

o6.1 

5.4 

23.6 

1.8 

2.2 

0.9 

1977 

68.1 

5.0 

22.2 

1.7 

2.2 

0.8 

1978 

67.8 

5.2 

22.6 

1.4 

2.2 

0.8 

1979 

67.1 

5.5 

23.0 

1.3 

2.3 

0.8 

1980 

67.0 

5.4 

23.2 

1.2 

2.3 

0.9 

1981 

66.9 

5.5 

23.2 

1.1 

2.3 

1.0 

1932 

o6.4 

5.5 

23.5 

1.0 

2.6 

1.0 

1983 

65.2 

5.6 

24.2 

0.9 

3.0 

1.1 

1984 

64.5 

5.8 

24.4 

0.9 

3.2 

1.3 

1985 

64.0 

6.1 

24.2 

0.8 

3.2 

1.7 

1986 

ol.7 

6.7 

25.4 

0.8 

3.1 

2.3 

1987 

53.7 

-  V. 

27.1 

0.7 

3.1 

2.8 

Chapter  2 


IMPACT  CN  MEDIC3^RE  BENEFICIARIES 


Among  the  major  objectives  of  the  Medicare  program  under  PPS  eire 
cissuranoe  of  continued  access  to  appropriate  health  csire  by  Medicare 
beneficiaries  and  the  maintenance  of  the  quality  of  care  provided  to  these 
beneficiaries.  This  is  of  particular  concern  under  a  payment  system  such 
cis  PPS  v*iere  the  financial  incentives  to  hospitals  encourage  a  more 
parsimcxiious  use  of  services  during  a  ho^ital  stay.  lower  levels  of 
utilization  need  not,  hcwever,  translate  into  ocxToems  over  access  and 
qocdity.  Indeed,  the  incentives  under  PPS  may  serve  to  encourage 
inprovements  in  access  and  qucility.  For  instance,  inproved  hospital 
management,  increased  ^aecieilization  of  services,  and  elimination  of 
unnecesseiry  services  may  result  in  the  increcised  effectiveness  of  Ccire. 

Ihis  chapter  presents  basic  trend  data  on  the  utilization  of 
short-stay  ho^ital  care  by  the  Medicare  populaticai  and  sumnarizes  several 
analytical  studies  of  PPS  iirpact  on  access  to  ho^ital  care  and  cxi 
mortcility.  The  analyses  include  data  throu^  calendar  year  1986. 

Beneficiary  Access  and  Utilization 
This  section  provides  basic  descriptive  data  on  hospitsLLization  rates 
for  the  elderly,  the  disabled,  and  the  end  stage  renal  dispasft  (ESRD) 
Medicare  populatiCTis.  The  variables  of  interest  include  the  discharge 
rate  (number  of  discharges  per  1,000  enrolled  perscais) ,  average  length  of 
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stay,  and  the  days  of  care  rate  (number  of  days  of  care  per  1,000  enrolled 
persons)  .  In  addition,  data  are  presented  on  a  diagnosis  related  group 
(DfX3) -specific  basis  for  the  aged.  Details  of  the  methods  used  in  this 
section  can  be  found  in  last  year's  Inpact  Report  (U.S.  Department  of 
Health  and  Human  Services,  1989) . 
Medicare's  Aged  Population 

Previous  years'  analyses  had  focused  on  trend  ccaftparisons  between 
States  operating  under  PPS  and  States  operating  under  waivers  of  PPS  (New 
York,  Massachusetts,  Maryland,  and  New  Jersey) .  Althou^  these  States  by 
no  means  represented  a  true  control  qrovp,   their  systems  were  sufficiently 
different  to  warrant  their  use  for  general  ccmparisons.  In  1986,  both  New 
York  and  Massachusetts  entered  the  national  PPS  system.  It  was  decided, 
therefore,  to  discontinue  the  PPS/non-PPS  ccsiparisons  and  examine  national 
trends  for  the  ffedicare  program  as  a  whole. 

Table  2.1  shews  Medicare  utilization  for  persons  65  years  of  age  and 
over  for  the  years  1980  through  1986.  From  1980  throu<^  1983,  the 
discharge  rate  in  the  U.S.  increased  frcm  371  per  1,000  beneficiaries  to 
394  per  1,000,  an  average  annual  increase  of  2.1  percent.  This  was  a 
continuation  of  the  trend  that  had  been  c±>served  since  1968.  In  1984,  the 
discharge  rate  declined  (by  4.1  percent)  for  the  first  time  since  the 
beginning  of  Medicare.  In  1985,  the  U.S.  discharge  rate  declined  to 
330  per  1,000,  a  further  decrease  of  10.2  percent.  This  downward  trend 
continued  in  1986  with  an  additional  6.2  percent  decline  to  318  per 
1.000.  Since  1983,  the  net  decline  in  discharges  per  1,000  has  been 
19.2  percent. 
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Ihere  are  at  least  two  reascns  for  these  declines.  Peer  Review 
Organizations  (FRDs)  are  actively  engaged  in  admission  screening. 
Ho^itail  administrators  emd  physicians  often  mention  the  effect  of  FRDs  in 
reducing  inappropriate  admissioTS.  In  addition,  there  is  the  effect  of 
the  increasing  frequency  of  ambulatory  surgery,  particularly  lens 
extractions.  Fran  1983  to  1985,  the  number  of  Medicare  admissicais  fell  by 
880,000.  During  the  same  time,  lens  extractioTS  in  the  inpatient  hospital 
setting  fell  by  300,000,  accounting  for  over  one-third  of  the  total 
decline  in  admissions. 

Ihere  was  a  very  large  decline  in  length  of  stay  during  the  first  year 
of  PPS.  In  ocHTtrast  to  the  trend  in  discharge  rates,  average  length  of 
stay  had  been  steadily  declining  prior  to  the  start  of  PPS — in  fact,  since 
the  beginning  of  the  Medicare  program.  Fran  1980  throui^  1983,  average 
length  of  stay  declined  fron  10.3  days  to  9.6  days,  an  average  annual 
decline  of  2.3  percent.  In  1984,  the  decline  was  0.9  days,  or 

8.8  peroent.  Length  of  stay  caitinued  to  decline  in  1985,  but  at  a 
greatly  diminishfyi  rate,  falling  fron  8.7  days  to  8.4  days,  a  decrease  of 

3.9  percent.  Hcwever,  length  of  stay  seeans  to  have  plateaued,  remaining 
at  8.4  days  in  1986.  Since  the  beginning  of  PPS,  the  total  decline  in 
length  of  stay  has  been  12.0  peroent. 

Ihe  product  of  the  discharge  rate  and  the  average  length  of  stay  is 

the  total  days  of  care  rate.  This  rate  had  not  changed  much  for  the 

Medicare  aged  population  during  the  15  years  prior  to  the  advent  of  PPS 

because  the  rate  at  which  discharges  had  been  rising  was  offset  by  an 

almost  equal  rate  of  decline  in  the  average  length  of  stay.  In  1984, 

hcwever,  the  ccnbination  of  a  large  decline  in  length  of  stay  and  the 

first-ever  decline  in  discharges  resulted  in  a  12.6  peroent  decline  in  the 
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days  of  care  rate.  The  d^irease  in  the  days  of  care  rate  was  sonewhat 
larger  in  1985  (13.7  percent) .  Although  days  of  care  continued  to  decline 
in  1986,  the  rate  of  decrease  (5.9  percent)  was  less  than  one-half  as 
great  as  in  the  previous  2  years.  Still,  the  net  iitpact  has  been 
significant.  Ihe  days  of  care  rate  for  Medicare  aged  beneficiaries  was 
29  percent  lower  in  1986  than  1983. 

A  major  concern  has  been  v*iether  or  not  any  changes  in  utilization 
rates  fell  disproportionately  on  high  risk  age,  sex,  and  race  groups  with 
potential  access  prc*)lems.  As  shewn  in  Table  2.1,  however,  declines  in 
discharge  rates  since  the  introduction  of  PPS  have  been  greater  for 
younger  persons  than  for  older  persons  and  greater  for  white  beneficiaries 
than  for  persons  of  other  races.  Females  have  had  a  larger  decrease  in 
the  discharge  rate  (20.3  percent)  than  have  males  (17.6  percent)  even 
thou^  they  had  a  lower  discharge  rate  in  1983.  Ihe  reason  for  this  is 
not  clear.  Because  men  and  women  have  different  patterns  of  admission, 
changes  in  overall  discharge  rates  could  affect  them  differentially.  For 
instance,  hospitalization  for  lens  extraction  was  more  common  for  females 
(19.5  per  1,000)  than  for  males  (14.3  per  1,000)  in  1983.  Thus,  the 
movement  of  this  procedure  to  outpatient  settings  had  a  larger  impact  on 
the  total  discharge  rate  for  females  than  for  males.  Whether  or  not  a 
change  in  the  total  discharge  rate  r^resents  an  access  issue  would  depend 
on  analyses  of  diagnosis  specific  discharge  rates. 

Length  of  stay  is  directly  related  to  the  age  of  the  patient.  Through 

1985  there  was  a  trend  tcward  a  narrcwing  of  the  age  differential.  In 

1986  there  were  basically  no  meaningful  changes  in  length  of  stay.  None 

of  the  demograpAiic  groups  es^jerienced  a  change  in  length  of  stay  of  as 

much  as  1  percent. 
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Due  to  the  similarities  of  changes  in  discharge  rates  and  lengths  of 
stay,  cill  populaticai  subgroups  experienced  similar  decreases  in  days  of 
care  frcm  1983  to  1986,  ranging  from  a  26.9  percent  decrease  for  persons  ages 
85  and  over  to  a  32.6  percent  decrease  for  persons  ages  65  to  69. 

In  surmary,  the  data  indicate  that  there  has  been  little  change  in 
relative  utilizaticxi  levels  across  age,  sex,  or  race  categories.  If  the 
reducticflTs  in  the  discharge  rate  and  length  of  stay  represent  decreased 
access,  these  decreases  have  been  relatively  evenly  distributed  across 
demographic  categories.  Siniilarly,  to  the  extent  that  these  reducticxis 
represent  decreases  in  overuse,  they  have  been  equitable,  at  least  in  a 
statisticcil  sense. 
CRG-Specific  Utilization  Rates 

As  described  in  the  last  years'  Iitpact  Seaport,   changes  in  rPGspecific 
utilizaticxi  rates  in  the  first  year  of  PPS  were  quite  large  and  generally 
believed  to  reflect,  to  a  great  extent,  changes  in  coding  practices. 
C3onsequently,  only  the  changes  that  have  taJoen  place  since  1984  are  examined 
for  UBCrspecific  discharge  rates  and  average  lengths  of  stay. 

Dischcirge  rates  per  1,000  beneficiaries  are  shown  in  Table  2.2  for  the 
20  CR3  octnbinations  that  had  the  highest  rates  naticaiwide  in  1984.  These 
qrcAjps  acccunt  for  ctlmost  OT>e-half  of  all  Medicare  admissicaTS  among  the 
elderly.  Sixteen  of  these  groups  decreased  in  frequency  frcm  1984  to  1986. 
The  exceptions  were  pneumonia  (1.1  percent  increase) ,  angina  (3.6  percent 
increase) ,  nutritiavd  and  miscellaneous  metabolic  disorders  (17.5  percent) , 
and  major  joint  procedures  (5.5  percent) .  The  largest  decreases  were  for 
lens  procedures  (89.1  percent)  and  atherosclerosis  (76.2  percent). 
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Qianges  in  length  of  stay  are  shown  in  Table  2.3  for  the  20  ERG 
conbinations  with  the  longest  lengths  of  stay  in  1984.  Nine  of  these  CRGs 
had  cumulative  decxeases  of  greater  than  10  percent  throu^  1986  with  the 
greatest  decreeises  for  fracture  of  the  hip/pelvis  (18.4  percent)  and  vascular 
procedures,  exc^rt:  major  restoraticai  (17.0  percent) .  Five  of  these  ER3s  have 
experienced  increases  since  1984;  psychoses,  stonach,  esophageeil,  and 
duodenal  procedures,  degenerative  nervous  system  disorders,  lynphona  or 
laakemia,  and  organic  disturbances  and  mental  retardaticxi.  Ihe  relative 
stability  of  length  of  stay  for  sane  of  these  categories  does  not  rule  out 
large  decreases  between  1983  and  1984.  However,  the  significant  coding 
changes  beginning  in  1984  make  analyses  of  pre-post  ERG  changes  uncertain  at 
best. 
Medicare's  Disabled  Population 

Table  2.4  shows  utilization  for  disabled  Medicare  beneficiaries  from  1980 
thrcui^  1986.  In  the  3  years  since  PPS  inplementaticxi,  discharge  rates  have 
decreased  by  8.4  percent,  6.0  percent,  and  2.4  percent,  respectively,  for  a 
total  decrease  of  15.9  percent  between  1983  and  1986.  Average  length  of  stay 
for  the  disabled  population  declined  in  1984  (8.2  percent)  and  in  1985 
(3.0  percent) .  Uiere  was  a  marginal  increase  of  1.1  percent  in  1986 
resulting  in  a  net  decrease  of  10.0  percent  since  PPS  irrplementation.  These 
trends  are  rou^tily  similar  to  the  declines  in  discharge  rates  and  length  of 
stay  for  the  aged.  Total  days  of  care  per  1,000  dropped  by  24.4  percent  for 
the  disabled  ccnpared  to  the  29.0  percent  decrease  for  the  aged. 

As  with  the  aged,  there  were  no  striking  differences  in  hospitalization 

changes  across  populatiai  subgrot^Ds.  All  ejqjerienced  decreases  in  discharge 

rates  (ranging  from  12  percent  to  19  percent) ,  lengths  of  stay  (ranging  fron 

7  percent  to  12  percent) ,  and  total  days  of  care  (ranging  frcm  21  percent  to 

27  percent) . 
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Medicare's  ESRD  Population 

Table  2.5  shows  ho^ital  utilization  for  the  Medicare  ESRD  population  on 
dialysis.  UnliJoe  the  2tged  and  disabled  populations,  disGhctrge  rates  for  the 
ESRD  population  have  resnained  relatively  unchanged  since  the  e^^vent  of  PPS, 
increasing  sli^tly  from  1,206  per  1,000  in  1983  to  1,288  per  1,000  in  1986. 
Rates  decreased  for  persons  under  age  15  (most  likely  due  to  erro-ieous 
inclusicxi  of  sane  transplant  cases  in  the  earlier  yecirs)  and  increcised 
markedly  for  perscais  over  age  65.  Ihe  increase  among  the  ctged  is  probably 
due  to  the  expansion  of  dialysis  (in  recent  years)  to  sicker  patients  v*io 
would  have  not  been  considered  good  Ccindidates  for  dialysis  previously. 
Length  of  stay  trends  were  very  similar  to  those  of  the  aged  and  disabled,  a 
large  decrease  (11.5  percent  in  1984),  followed  by  a  smaller  decrease 
(2.3  percent)  in  1985.  Lengths  of  stay  increased  by  4.3  percent  in  1986. 
The  increeised  dischcirge  rates  have  Icurgely  offset  the  decreased  lengths  of 
stay.  Therefore,  unlike  the  aged  and  disabled  pcpulatiCTis,  where  the  number 
of  hospital  days  per  1,000  persons  has  decreased  by  24  to  29  percent,  days  of 
care  rates  among  the  ESRD  population  is  down  ty  about  10  percent  for  most  age 
groups  and  is  up  by  7  percent  among  those  over  age  65. 

Rehospitalization 

Rfiho^italization  rates  can  reflect  outocines  of  care  to  the  extent  that 

premature  discharge  or  poor  quality  of  care  results  in  the  need  for  a  patient 

to  return  to  the  hospital  for  additional  treatment.  Thus,  an  increase  in 

readmissicHTs  mi^t  indirectly  indicate  a  change  in  the  quality  of  care.  It 

is  also  true,  hcwever,  that  reho^italizations  can  (a)  r^resent  normal 

progression  of  the  disease,  (b)  be  indicative  of  appropriate  treatment 

patterns,  or  (c)  be  related  to  the  severity  of  illness  of  the  patient.  A 
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good  exaitple  is  CR3  82,  respiratory  neoplasms.  This  ISG  has  the  highest  rate 
of  rehospitalizaticns  (for  live  discharges)  of  ciny  ERG  category.  Over 
50  percent  of  the  reho^itsLLizations  are  for  respiratory  necplasms  (ORG  82) , 
chemotherapy  (DEC  410) ,   and  major  chest  procedures  (WG  75) .  R^Deat 
ho^italizaticxTs  for  re^iratory  necplasms  could  very  well  r^resent 
progression  of  the  disease.  Chemother^sy  and  major  chest  procedures  are 
active  treatments  of  the  disease.  Similarly,  over  50  percent  of  the 
r^io^italizaticais  for  disorders  of  the  biliary  tract  (ERG  207)  are  for 
cholecystectoiy  (CRGs  195  and  197) .  Still,  it  is  of  interest  to  examine 
trends  in  rehospitalizaticai,  especicdly  for  selected  conditions. 

Table  2.6  shews  30  day  post-discharge  rehospitalization  rates  for  the 
years  1981  throu^  1986  for  the  Medicare  population  ^.     Across  all 
diagnoses,  the  rdio^italization  rate  increased  fran  17.9  percent  in  1981  to 
19.5  percent  in  1986.  However,  much  of  the  increase  occured  prior  to  the 
introduction  of  PPS  in  1984.  Ihe  rate  of  rehospitalization  varies 
considerably  by  oonditicai  ranging,  in  1986,  frcm  7.2  percent  for  hernia 
r^iair  to  21.8  percent  for  stroke. 

A  nultivariate  trend  analysis  was  performed  to  test  for  a  PPS  effect. 
The  multivariate  analysis  controlled  for  patient,  hospital,  and  area 
characteristics.  In  addition,  it  included  limited  characteristics  of  the 
stay  such  as  use  of  intensive  care  or  coronary  care  unit  days,  indication  of 
surgery,  and  previous  hospital  use  in  the  60  days  prior  to  admission.  This 
analysis  shewed  a  significant  effect  of  PPS  on  the  probability  of 


~[he  data  for  this  table  were  taJcen  frcm  "Peadmissions  and 
Transfers:  The  Effects  of  PPS."  -  Abt  Associates  -  November  8,  1988 
Wbrking  Paper. 
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rehospitalization.  That  is,  rehospitalization  tended  to  rise  after  the 
introduction  of  PPS  (holding  other  factors  constant) ,  although  the  effect 
varied  substantieilly  across  tracer  categories.  The  effect  was  generally 
Icirger  for  surgical  ccxTditions. 

Table  2.6  cilso  shows  rehospitalizations  thought  to  be  related  to 
caiplications  of  therc^jy  (building  on  prior  work  conducted  by  Roos,  et  al.) 
for  the  two  surgical  procedures,  hernia  repair  and  hip  r^lacernent.  These 
also  show  increases  over  time,  from  0.8  percent  in  1981  to  1.8  percent  in 
1986  for  hernia  r^)air  and  3.0  percent  to  4.1  percent  for  hip  r^lacement. 
Multivciriate  analyses  showed  the  increase  to  be  associated  with  PPS 
inplearaentation . 

In  suintnary,  there  has  been  a  trend  tcward  increasing  rehospitalization 
v*iich  predates  the  inplementation  of  PPS.  Nevertheless,  there  is  seme 
evidence  for  a  PPS  effect  over  the  time  trend.  Unfortunately,  these  analyses 
cannot  cidequately  control  for  patient  severity  (the  hospital  discharge  data 
prior  to  1984  ocaitains  no  information  on  co-morbid  or  oaiplicating 
conditions) .  Aggregate  data  frcm  HCFA's  Health  Standards  and  Quality  Bureau 
shew  that,  since  1984,  the  percentage  of  persons  with  only  one 
hospitalizatiCTi  during  a  year  has  increased.  This  sui^ests  that  a  decrease 
in  overall  reho^italis^tiai  rates  occurred.  Other  analyses  of  severity  at 
discharge  and  mortality  rates  (discussed  later  in  this  chapter)  suggest  that 
patient  severity  has  increased  since  the  beginning  of  PPS.  In  addition,  the 
reascais  for  rdio^italization  are  not  well  understood.  As  discussed  earlier, 
many  (perhaps  most)  rehospitalizations  are  to  be  expected  given  the  progress 
of  the  disease  and  tlysrapy  plan.  The  data  in  this  section  raise  questions 
about  the  vAiole  issue  of  rehospitalization  and  its  interpretion  v^ch  will 
need  to  be  addrpsspd  in  future  work. 
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^fortality 

In  previous  years,  the  PPS  Iiipact  Report  incliJded  analyses  of  basic 
pcpulat ion-based  mortality  rates  among  the  aged,  disabled,  and  ESRD 
populations.  As  discussed  in  last  year's  r^ort  (CHHS  1989) ,  the  accuracy  of 
a  time  trend  model  for  predicting  an  expected  rate  declines  as  one  moves 
farther  beyond  the  baseline  projection  years.  In  addition,  population-based 
analyses  are  hampered  by  attribution  problems  because  there  are  so  many  other 
influences  on  mortality  besides  the  quality  of  medical  care.  For  these 
reasons,  population  based  mortality  rates  have  been  dropped  fron  this 
report.  The  mortality  analysis  included  in  this  year's  report  is  based  on 
30  day  post-admission  mortality  and  is  an  extension  of  last  year's  severity 
adjusted  mortality  analysis. 
Hospital-Related  Mortality 

There  are  inherent  problems  in  analyzing  hospital-related  mortality. 
Foremost  among  these  is  the  problem  of  variations  in  case  mix.  Hospitalized 
patients,  by  definition,  represent  a  highly  selective  group  of  persons.  The 
decision  to  hospitalize  a  patient  is  based  on  a  variety  of  factors,  including 
individual  physician  practice  patterns,  practice  patterns  within  the  specific 
geograf^iical  area,  patient  preference,  payment  incentives,  and,  more 
recently,  oversi^t  functions  of  roos.  All  of  these  factors,  in  addition  to 
the  basic  condition  of  the  patient,  influence  the  hospitalization  decision. 

As  described  in  the  discussion  of  access  and  utilization  above,  there  has 
been  an  unprecedented  decrease  in  Medicare  discharge  rates  since  the  advent 
of  PPS.  To  the  extent  that  these  decreases  occurred  among  categories  of 
patients  v*io  are  less  severely  ill,  and  thus  at  lew  risk  of  dying,  the 
resulting  pool  of  hospitalized  patients  is,  on  average,  more  severely  ill, 
and  consequently,  at  greater  risk  of  death.  Therefore,  it  is  important  that 
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any  analysis  of  trends  in- hospital -related  mortality  address  the  issue  of 
changing  case  mix. 

Ihe  decline  in  admissicxTs  may  have  resulted  in  intra-diaqnostic .  as  well 
as  inter-diagnostic .  changes  in  severity.  This  hypothesis  was  tested  in  a 
study  using  the  ccn|xiterized  disease  staging  methodology  developed  by 
Systemetrics/MoGraw  Hill  (Gonnella,  1986) .  Disease  staging  was  used  because 
it  was  developed  for  the  purpose  of  measuring  severity  of  disease  in  terrris  of 
likelihood  of  death  or  residual  iitpairment,  and  it  can  be  generated  frcsn  the 
MedPAR  data  set  without  additional  medical  record  abstraction.  Ihe  specifics 
of  this  analysis  were  described  in  the  1986  PPS  Inpact  R^xDrt  using  1985 
data.  Ihe  analysis  below  is  an  extension  of  that  analysis  to  1986  data. 

Ihe  primary  objective  of  this  analysis  is  to  determine  vAiether  or  hot  there 
has  been  a  change  in  30  day  post-admission  mortality  fron  1984  to  1986  among 
Medicare  patients,  eifter  adjusting  for  changes  in  case  mix  severity.  A  total 
of  819  risk-^Tonogenous  grtx^s  have  been  develc^Ded,  ^»^iich  account  for 
mortcility  risk  differenticd  based  on  disease,  stage  of  disease,  presence  of 
high  risk  canorbidity,  age,  and  sex.  Ihese  groups  are  rou^ily  ancilogous  to 
the  CRG  groupings  based  on  payment.  Ihat  is,  just  as  the  CRGs  are 
r^resentative  of  groi^js  of  patients  for  whom  costs  are  relatively  similar, 
the  819  groupings  in  this  analysis  are  grotpings  of  patients  for  v*icm  the 
prcbability  of  death  within  30  days  of  admission  is  similar. 

A  corparison  of  FY  1986  Medicare  hospital  mortality  rates  with  expected 

mortality  rates  based  on  the  severity  adjustment  procedure  described  above  is 

presented  in  I^le  2.8.  Ihe  table  shews  total  discharges,  actual  percent 

dead,  expected  percent  dead  (based  on  1984  mortality  rates) ,  and  the 

standardized  mortadity  ratio  (SMR)  for  each  of  the  31  hi^  mortcility  d.i  spasps 

and  the  four  groups  of  low  mortality  diseases.  Ihe  SMR  is  the  ratio  of  the 
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actual  mortality  to  the  estpected  mortality.  Ratios  less  than  1.0  r^resent 
cases  in  v^ch  the  actual  mortality  is  less  than  v^suld  have  been  expected^ 
given  the  FY  1986  severity  levels,  and  ratios  greater  than  1.0  represent 
cases  in  vdiich  the  actual  mortality  is  greater  than  would  have  been  expected, 
given  the  FY  1986  severity  levels. 

Of  the  35  diivvise  groipings,  there  were  20  in  which  the  SMR  was  less  than 
1.0  and  15  in  v*iich  the  SMR  was  greater  than  1.0.  The  lowest  SMR  (0.70)  was 
for  other  general  conditions  (an  actual  mortality  rate  of  3.3  percent  versus 
an  ea^Dected  rate  of  4.7  percent)  and  the  hi^est  SMR  (1.23)  was  for  the 
residual  groi:p  of  350  diseases  vAiich  had  been  groi^jed  solely  on  the  basis  of 
16  body  systems  (an  actxjal  mortcility  rate  of  2.5  percent  versus  an  es^jected 
rate  of  2 . 0  percent) . 

Overall,  the  severity  classification  system  accounted  for  essentially  all 
of  the  increase  in  mortcility  between  FY  1984  and  FY  1986.  Ihe  mortality  rate 
for  FY  1984  was  6.6  percent,  so,  all  things  being  equcil,  the  ejqDected 
mortality  rate  for  FY  1986  would  also  have  been  6.6  percent,  considerably 
belcw  the  observed  FY  1986  rate  of  7.5  percent.  Controlling  for  disease 
category,  stage  of  illness,  hi(^  risk  conorbidity,  age,  and  sex  resulted  in 
an  expected  mortality  rate  for  FY  1986  of  7.6  percent,  sli^tly  hi<^er  than 
the  observed  rate  of  7.5  percent. 

Ihere  are  two  limitations  to  this  analysis  that  must  be  considered. 

First,  there  is  the  possibility  that  much  of  the  observed  increase  in  stage 

of  illness  and  ccmorbidities  is  due  to  coding  or  "ERG  cre^."  A  study  by 

Carter  and  Ginsburg  (1985)  showed  that  there  was  an  initial  increase  in  case 

mix  (as  measured  by  the  case  mix  index  or  ao) ,  viiich  was  largely  due  to 

coding  practice  changes.  The  CMI  continued  to  increase  throui^  FY  1985,  tut 

less  of  that  change  could  be  attributed  to  coding  practices  (Carter  and 
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Ginsburg,  1986) .  Still,  coding  creep  remains  as  a  possible  explanation  for 
Sonne  of  the  obsen^ed  increase  in  severity.  This  problon  is  not  imique  to 
this  study  but  is  relevant  to  any  analysis  of  ho^italizaticai  data  that  uses 
case  mix  adjustment  techniques  bcised  (si  diagnostic  codes.  Second,  the 
ccnputerized  staging  method  used  in  this  analysis  relies,  of  necessity,  on 
the  informatioi  available  cx\  the  MedPAR  files.  As  such,  it  permits  a  limited 
Gharacterizatiai  of  severity  of  illness.  The  principal  disagnosis  reflects 
the  cause  of  the  admission.  The  remaining  secondary  diagnosis  (up  to  four) 
include  conditions  present  at  admissic^i  as  well  as  conditions  and 
ccnplications  encountered  during  the  stay  itself.  Using  these  data,  it  is 
not  possible  to  cleeurly  differentiate  between  conditions  present  at  admissiOTi 
and  conditions  arising  as  a  result  of  the  stay  itself.  Although  an  attenpt 
was  made  to  eliminate  severity  that  could  have  been  caused  by  the  stay,  vdien 
possible  (particularly  for  unrelated  ccmorbidities) ,  it  is  possible  that  scms 
of  the  meeisured  increcise  in  severity  could  have  been  caused  by  the  care 
provided  rather  them  the  conditicai  of  the  patients  on  admission. 

Episodes  of  Care 

One  of  the  concerns  about  PPS  is  that  elements  of  care  will  be  shifted 

fran  the  inpatient  to  the  outpatient  setting,  thus  offsetting  seme  of  the 

efficiencies  gained  during  the  initial  hospitalization.  Ihis  was  tested  by 

creating  episodes  of  hcspitalizaticxi  beginning  30  days  prior  to  a 

ho^italization  and  extending  30  days  after  discharge  frcm  the  hospital.  All 

Part  A  and  Part  B  payments  occurring  during  this  time  window  were  treated  as 

being  associated  with  a  target  hospital  stay.  In  this  way  it  is  possible  to 

determine  the  extent  to  vAiich  the  patterns  of  care  surrounding  individual 

hospitalizaticHis  have  changed. 
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The  results  of  these- analyses  are  surmarized  in  Table  2.7  for  four  tracer 
conditions  (pneumonia,  hip  replacement,  stroke  and  hernia  repair)  for  the 
years  1981  throu^  1986.  The  table  shows  lengths  of  stay,  use  of 
post-hospital  care  in  the  first  7  days  after  discharge,  and  total  Part  A  and 
Part  B  episode  Medicare  expenditures  from  30  days  prior  to  admission  until 
30  days  after  discharge.  Length  of  stay  declined  for  each  of  the  four 
conditions  v^le  use  of  HHAs  and/or  SNFs  increased  for  each  of  the 
conditions.  For  instance,  6.7  percent  of  live  discharges  for  sinple 
pneumonia  resulted  in  an  HHA  or  SNF  service  in  1981.  By  1986  this  had  risen 
to  14.2  percent.  Similarly,  hip  replacement  discharges  resulting  in  one  of 
these  services  increased  fran  38.7  percent  in  1981  to  53.0  percent  in  1986. 
There  were  increases  for  stroke  and  hernia  repair  patients  as  well. 

In  terms  of  episode  costs,  the  inpatient  stay  accounted  for  most  of  the 

totcil  costs  of  each  type  of  condition,  ranging  from  80.4  percent  of  costs  for 

stroke  patients  to  90.8  percent  for  hernia  repair  patients,  in  1981.  The 

lower  percent  accounted  for  by  inpatient  care  for  stroke  patients  reflects 

the  hi(^er  use  of  skilled  nursing  and  home  health  care  in  the  post-hospital 

period  for  these  patients  whereas  the  higher  percent  accounted  for  by 

inpatient  care  for  hernia  r^air  patients  reflects  the  fact  that  little 

pre-  or  post-hospitcil  care  is  typically  used  by  these  patients. 

Interestingly,  de^ite  the  fact  that  50  percent  of  hip  fracture  patients  use 

sane  post-ho^ital  care  (in  1986) ,  this  still  does  not  account  for  much  of 

the  total  episode  costs  (oily  7.8  percent  in  1986  for  "C-Pst  w/o  Rehsp", 

which  are  the  costs  of  post-hospital  care  not  including  the  costs  of 

rehospitalization) .  This  is  due  to  the  fact  that  inpatient  care  is  so  much 

more  expensive  than  the  subacute  care  of  home  health  and  skilled  nursing 

care. 
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Fran  1981  to  1986,  total  ^isode  cxjsts  (xmadjusted  for  inflation) 
increased  for  each  of  the  tracer  CCTiditions,  ranging  frcm  a  57  percent 
increase  for  hip  r^laceaooent  cases  to  a  23  percent  increase  for  hernia 
r^jairs.  In  each  of  the  conditions,  there  was  a  gradual  shift  of  ^isode 
costs  frcm  the  inpatient  to  other  parts  of  the  episode,  primarily  the 
post-discharge  period.  Por  instance,  for  siirple  pveumonia,  the  inpatient 
stay  accounted  for  83.1  percent  of  ^isode  costs  in  1981  and  79.3  percent  in 
1986.  The  greatest  change  was  for  stro3oe  ^isodes  in  vdiich  the  inpatient 
portion  declined  frcm  80.4  percent  of  the  total  ^isode  costs  in  1981  to 
72.7  percent  in  1986.  This  can  also  be  viewed  in  terms  of  annual  rates  of 
change.  For  sinple  pnajmcxiia  cases,  totcil  ^isode  costs  increased  at  an 
annual  rate  of  7.8  percent  during  this  time  period.  The  iipatient  cotponent 
of  ^isode  costs  for  sinple  pneumonia  cases  increased  at  an  annual  rate  of 
6.8  percent  vrtiile  the  remaining  ^isode  costs  increased  at  an  annual  rate  of 
12.2  percent.  Therefore,  there  is  some  evidence  of  a  substitution  effect  in 
terms  of  shortened  lengths  of  stay  and  increased  post-hospital  use.  In 
addition,  the  proporticxi  of  the  hospital  ^isode  costs  due  to  the  inpatient 
stay  has  declined  slightly.  However,  the  hospitalization  itself  still 
accounts  for  the  bulk  of  episode  costs  (between  73  percent  and  85  percent, 
d^jending  on  the  condition) .  This  study's  findings  cire  discussed  in  further 
detail  in  Chapter  3. 
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Table  2.1 

Discharges  per  1,000  beneficiaries,  average  length  of  stay, 
days  of  care  per  1,000  beneficiaries  and  percent  change  for  aged  Medicare 
beneficiaries,  U.S.  TotiU  by  Age,  Sex, and  Race:   1980  through  1986 


Age,  sex 

1980 

1981- 

Calendar  year 

■  1985 

1986 

1980-83 

1983-84 

'384-85 

1985-8r- 
Change 

and  race 

\\iii2 

lyua 

iys4 

1983-86 

Discharges  per  1 

.000 

Average  Annual 

Percent 

lotal 
Chanae 

Total 

371 

380 

387 

394 

378 

339 

318 

2.1 

-4.1 

-10.2 

-6r2- 

-19.2 

Age 
65-69 
70-74 
75-79 
80-84 
85> 

287 
344 
414 
474 
518 

294 
351 
424 
490 
527 

292 
358 
434 
503 
545 

295 
365 
443 
513 
556 

278 
349 
425 
494 
542 

244 
312 
381 
448 
498 

227 
293 
355 
421 

474 

0.9 
2.0 
2.3 
2.6 
2.4 

-5.8 
-4.4 
-4.0 
-3.7 
-2.5 

-11.9 
-10.4 
-10.4 

-  9.2 

-  8.2 

-7.0 
-6.3 
-6.7 
-6.2 
-4.7 

-22.8 

-19.8 
-19.7 
-18.0 
-14.8 

Sex 
Male 
Female 

402 
350 

410 
359 

413 
370 

421 
376 

402 
361 

367 
321 

347 
300 

1.6 
2.5 

-4.4 
-3.9 

-  8.8 
-11.1 

-5.5 
-6.6 

-17.6 
-20.3 

Race 
White 
Other 

376 
326 

386 
335 

392 
350 

399 
357 

382 

344 

342 

319 

322 
292 

2.0 
3.1 

-4.2 
-3.6 

-10.5 
-7.4 

-5.9 
-8.6 

-19.3 
-18.4 

Average  Length  of 

Stay 

Total 

10.3 

10.1 

9.9 

9.6 

8.7 

8.4 

8.4 

-2.3 

-  8.8 

-3.9 

0.4 

-12.0 

65-69 
70-74 
75-79 
80-84 
85^ 

9.4 

9.9 

10.5 

11.0 

11.4 

9.2 

9.7 

10.2 

10.8 

11.2 

9.1 

9.6 

10.1 

10.6 

11.0 

8.8 

9.3 

9.7 

10.2 

10.6 

8.1 
8.5 
8.9 
9.2 
9.6 

7.7 
8.2 
8.6 
8.8 
9.0 

7.7 
8.2 
8.6 
8.9 
9.1 

-2.2 
-2.2 
-2.4 
-2.6 
-2.5 

-  8.4 

-  8.6 

-  9.0 

-  9.3 

-  9.3 

-4.2 
-3.1 
-3.6 
-4.0 
-5.8 

-0.6 

0.3 
0.8 
0.6 
0.4 

-12.7 
-11.1 
-11.5 
-12.4 
-14.2 

Sex 
Male 
Feiale 

9.9 

10.5 

9.7 
10.3 

9.6 
10.1 

9.3 

9.8 

8.6 
8.9 

8.2 
8.6 

8.2 
8.6 

-2.0 
-2.5 

-  8.3 

-  9.1 

-4.4 
-3.5 

0.0 
0.6 

-12.3 
-11.8 

Race 
White 
Other 

10.1 
11.3 

9.9 
11.1 

9.8 
11.0 

Total  Days 

9.5 
10.6 

of  Care  i 

8.6 
9.6 

per  1,000 

8.3 
9.2 

8.3 
9.3 

-2.3 

-2.1 

-  8.7 

-  9.6 

-4.0 
-3.8 

0.3 
0.9 

-12.1 
-12.3 

Total 

3,804 

3,820 

3.841 

3.777 

3.302 

2.850 

2.683 

-0.2 

-12.6 

-13.7 

-5.9 

-29.0 

Age 
65-69 
70-74 
75-79 
80-84 
85^ 

2.692 
3,407 
4,329 
5.207 
5.926 

2,699 
3.412 
4.336 
5,282 
5.905 

2.648 
3.427 
4.378 
5.318 
6.001 

2.592 
3.376 
4.313 
5.211 
5.888 

2.237 
2.948 
3.770 
4.549 
5.205 

1.888 
2.561 
3.256 
3.962 
4.501 

1,748 
2,407 
3.084 
3.741 
4.308 

-1.2 
-0.3 
-0.1 
0.0 
-0.2 

-13.7 
-12.7 
-12.6 
-12.7 
-11.6 

-15.6 
-13.1 
-13.6 
-12.9 
-13.5 

-7.5 
-6.0 
-5.9 
-5.8 
-4.3 

-32.6 
-28.7 
-29.0 
-28.2 
-26.9 

Sex 
Male 
feiaie 

3.982 
3.683 

3.996 
3,701 

3.975 
3.750 

3.927 
3,878 

3.441 
3.209 

2.999 
2.750 

2.838 
2.585 

-0.5 
-0.1 

-12.4 
-12.7 

-12.8 
-14.3 

-5.5 
-6.0 

-27.8 
-29.7 

Race 
White 
Other 

3,818 
3.695 

3,831 
3.734 

3.840 
3.850 

3.775 
3.794 

3.302 
3,305 

2.838 
2.944 

2.879 
2.715 

-0.4 
0.9 

-12.5 
-12.9 

-14.1 
-10.9 

-5.8 
-7.8 

-29.0 
-28.5 

Source:  MedPar/Patblll  Files  and  Kedicare  Enrol lient  Counts.  1980  to  1988 


Table  2.2 

Discharges  per  1,000  aged  Medicare  beneficiaries  and 

percent  change  for  the  20  most  common  DRGs  in  1984;  1984  to  1986 


Diagnosis 
Related 
GrouD 


Title 


Discharges  per  1,000 
1984     1985     1986 


Percent  Change 
84-85  85-86   84-86 


127  HEART  FAIL  &  SHOCK 

182-184  ESO/GASTRO/MISC  DIG 

0  39  LENS  PROCEDURES 

0  89-091  PNEUMONIA 

121-123  AMI 

014  SPEC  CEREBRO.  DIS 
140  ANGINA 

138-139  CARD  ARRHYTHMIA 

088  CHR  OBSTR  PUL  DIS 

0  9  6-098  BRONCHITIS 

24  3  BACK  PROBLEMS 

336-337  PROSTACTECT.  * 

015  TR  ISCHEMIC  ATT 
296-29  8  NUTRI/MIS  METABOL  DIS 
174-175  G.I.  HEMORR 

468  UNRELATED  OR  PROC 

20  9  MAJ  JOINT  PROCS 

320-322  KID  INFECT. 

13  2-133  ATHEROSCLEROSIS 

294-295  DIABETES 


18.6 

18.3 

16.4 

-1.6 

-10.5 

-11.9 

16.9 

13.0 

10.7 

-23.0 

-18.1 

-36.9 

16.8 

5.9 

1.8 

-64.6 

-69.2 

-89.1 

12.3 

13.2 

12.4 

7.6 

-6.0 

1.1 

12.1 

11.9 

10.7 

-1.3 

-10.3 

-11.5 

11.8 

11.8 

10.7 

-0.3- 

-9.1 

-9.4 

10.7 

11.6 

11.1 

8.7 

-4.7 

3.6 

9.0 

8.5 

7.8 

-5.5 

-8.0 

-13.1 

7.7 

5.9 

5.0 

-24.1 

-15.3 

-35.7 

7.2 

7.1 

6.8 

-2.2 

-3.9 

-6.0 

7.1 

5.9 

4.7 

-17.7 

-19.9 

-34.0 

17.2 

17.2 

16.2 

0.0 

-5.4 

-5.4 

6.7 

6.4 

5.5 

-3.9 

-13.6 

-17.0 

6.2 

7.7 

7.3 

22.8 

-4.3 

17.5 

5.7 

5.9 

5.4 

4.2 

-9.1 

-5.3 

5.6 

5.0 

4.4 

-12.0 

-11.1 

-21.8 

5.6 

5.9 

5.9 

6.8 

-1.2 

5.5 

5.5 

5.2 

5.3 

-5.7 

1.6 

-4.2 

5.2 

2.1 

1.2 

-59.9 

-40.5 

-76.2 

5.0 

3.9 

3.3 

-22.4 

-14.8 

-33.9 

Sub-Total 


182.6 


162.1 


142.9 


-11.2  -11.8 


-21.7 


Source:  MedPAR/Patbill  Files  and  Medicare  Enrollment  Counts,  1980  to  1986 
*  -  Rates  for  prostatectomy  are  based  on  male  enrollment  only. 


Table  2.3 

average  length  of  stay  for  aged  Medicare  beneficiaries  and 
percent  change  for  the  20  DRGs 
with  the  longest  stays  in  1984:  1984  to  1986 


Diagnosis 

Related 

Average 

length 

of  stay 

Percent  Change 

GrouD        Title 

1984 

1985 

1986 

84-85 

85-86 

84-86 

148-149    MAJ  BOWEL  PROCS 

17.3 

16.1 

15.9 

-7.1 

-1.5 

-5.5 

210-212     HIP/FEM  PROCS 

16.8 

15.0 

14.4 

-10.9 

-4.2 

-14.6 

46  8     UNRELATED  OR  PROC 

16.6 

14.9 

14.8 

-10.3 

-0.5 

-10.8 

20  9      MAJ  JOINT  PROCS 

16.0 

14.3 

13.6 

-10.4 

-4.8 

-14.7 

110-111   MAJ  RECON  VASC  PROCS 

15.7 

14.8 

14.7 

-5.5 

-1.1 

-6  . 5 

4  30         PSYCHOSES 

15.3 

15.9 

16.1 

4.4 

1.1 

5.5 

154-156   STO/ESO/DUO  PROCS 

14.4 

15.9 

15.7 

10.8 

-1.2 

9.4 

195-198    CHOLECYSTECTOMY 

12.6 

11.6 

11.2 

-8.3 

-3.2 

-11.2 

236     FRACT  HIP/ PELVIS 

12.2 

11.1 

10.0 

-9.0 

-10.2 

-18.4 

112   VASC  PROCS  EXC  MAJ  RE 

12.2 

11.7 

10.1 

-3.5 

-13.9 

-17.0 

014     SPEC  CEREBRO.  DIS 

12.1 

10.9 

10.6 

-9.8 

-3.3 

-12.7 

416-417      SEPTICEMIA 

11.4 

10.6 

10.5 

-7.1 

-0.5 

-7.6 

012   DEGEN  NERVOUS  SYS  DIS 

11.0 

12.6 

12.1 

14.0 

-3.6 

10.0 

316        RENAL  FAIL 

10.5 

9.7 

9.5 

-8.2 

-1.3 

-9.4 

413-414  OTH  MYELO/NEOPLAMS 

10.2 

9.7 

9.5 

-5.6 

-1.6 

-7.1 

403-405    LYMPH  -LEUKEMIA 

10.2 

10.6 

10.9 

4.3 

3.0 

7.4 

429      ORG  DIST  &  M.R. 

10.2 

10.4 

10.8 

2.8 

3.5 

6.5 

087   PUL  EDEMA/  RESP  FAIL 

10.1 

9.5 

9.3 

-5.5 

-2.1 

-7.4 

121-123          AMI 

10.1 

9.3 

8.9 

-7.5 

-4.3 

-11.5 

20  3     MALIG  -  HEP,  PAN 

9.9 

9.4 

9.1 

-5.3 

-2.3 

-7.5 

Sub-Total 


13.0 


12.2 


11.9 


-6.5 


-1.8 


-  8.3 


Source:  MedPAR/Patbill  Files,  1980  to  1986 


Table  2.4 

Discharges  per  1,000  beneficiaries,  average  length  of  stay, 
days  of  care  per  1,000  beneficiaries  and  percent  change  for  disabled 
beneficiaries,  U.S.  Total  by  Age,  Sex, and  Race:  1980  through  1986 


Age,  sex 
and  race 


1980 


1981' 


Calendar  year 

1W2 


"T^^ 


Tg^ 


1985 


Total 


390 


397 


Discharges  per  1,000 
405  407  373 


351 


343 


1.5 


8.4 


1986  1980-83  1983-84  1984-85  1985-86  1983-86 
Average  Annual  Percent  Change 
-6.0    -2.4 


loiai 
Chanae 


■15.9 


Age 

G-44  years 
45-54  years 
55-64  years 

288 
390 
434 

292 
404 
444 

304 
409 
452 

304 
418 
454 

256 
381 
434 

261 
354 
402 

258 
341 
399 

1.9 
2.4 
1.6 

-15.8 

-  8.9 

-4.4 

-1.8 
-7.2 
-7.5 

-1.1 
-3.8 
-0.7 

-15.3 
-18.6 
-12.1 

Sex 

Male 
Female 

362 
437 

371 
441 

377 
452 

381 
453 

346 
420 

330 
387 

323 

376 

1.7 

1.2 

-  9.0 

-  7.3 

-4.6 
-7.9 

-2.2 
-2.7 

-15.1 
-17.0 

^ace 
White 
Other 

402 
333 

409 

343 

416 
356 

418 
362 

383 
332 

359 
318 

350 
314 

1.3 
2.8 

-  8.3 

-  8.2 

-6.3 
-4.4 

-2.6 
-1.0 

-16.4 
-13.1 

Average  Length  of 

Stay 

ToUl 

9.6 

9.5 

9.5 

9.3 

8.5 

8.3 

8.3 

-1.0 

-  8.2 

-3.0 

1.1 

-10.0 

Age 

0-44  years 
45-54  years 
55-64  years 

9.1 
9.2 
9.8 

9.5 
9.1 
9.7 

9.5 
9.2 
9.5 

9.5 
9.0 
9.3 

8.7 
8.3 
8.6 

8.7 
8.0 
8.2 

8.9 
8.1 
8.2 

1.5 
-0.6 
-1.7 

-  8.7 

-  8.4 

-  8.1 

0.1 
-3.3 
-4.2 

2.1 
1.0 
0.5 

-6.7 
-10.5 
-11.5 

Sex 

Male 
Feiaie 

9.3 

10.0 

9.2 
9.9 

9.2 
9.9 

9.0 
9.7 

8.3 
8.8 

8.1 
8.5 

8.2 
8.6 

-1.0 
-1.1 

-  7.8 

-  8.8 

-2.7 
-3.3 

1.2 
1.1 

-9.3 
-10.8 

Race 
White 
Other 

9.4 
10.6 

9.3 
10.4 

9.3 
10.5 

Days  of 

9.1 
10.2 

Care  per 

8.4 
9.3 

1.000 

8.1 
8.9 

8.2 
9.0 

-1.0 
-1.3 

-  8.1 

-  9.0 

-2.9 
-3.7 

1.1 
0.7 

-9.8 
-11.8 

Total 

3,734 

3.770 

3.828 

3.782 

3.180 

2.899 

2.860 

0.4 

-15.9 

-  8.8 

-1.3 

-24.4 

Age 

0-44  years 
45-54  years 
55-64  years 

2,621 
3.582 
4.250 

2,762 
3.662 
4.298 

2.896 
3,748 
4.312 

2.895 
3.769 
4,225 

2.225 
3.146 
3,713 

2.287 
2.823 
3.292 

2.289 
2.745 
3.285 

3.4 

1.7 

-0.2 

-23.1 
-16.5 
-12.1 

1.9 
-10.3 
-11.3 

1.0 
-2.8 
-0.2 

-20.9 
-27.2 
-22.2 

Sex 

Male 
Feiale 

3.361 
4,373 

3.428 
4.356 

3.461 
4,457 

3.431 
4.383 

2.877 
3.707 

2.668 
3.301 

2.639 
3.245 

0.7 
0.1 

-16.2 
-15.4 

-7.2 
-11.0 

-1.1 
-1.7 

-23.1 
-26.0 

Race 
White 
Other 

3,780 
3.526 

3.813 
3.578 

3.850 
3,730 

3.808 
3,678 

3.205 
3.074 

2.916 
2.830 

2,870 
2,821 

0.2 
1.4 

-15.8 
-16.4 

-  9.0 
-7.9 

-1.6 
-0.3 

-24.6 
-23.3 

SOURCE:  liEDPAR/PATBILL  Files  and  lledlcare  Enrollient  Counts.  1980  to  1986 


Table  2.5 

Discharges  per  1,000  beneficiaries,  average  length  of  stay, 
days  of  care  per  1,000  beneficiaries  and  percent  change  for  end  stage  renal  disease 
Medicare  beneficiaries  on  dialysis,  U.S.  Total  by  Age:  1981  through  1S88 


Age 


1981 


Calendar  year 


1982 


1983 


1984 


1985 


1986  1981-83  1983-84  1984-85  1985-86  1983-86 


Discharges  per  1 .000 
Total      1,221    1,166    1,206    1.240    1,221    1,288 


Average  Annual  Percent  Change 
-0.4     2.9    -1.6     5.5     6.9 


0-14 

1.392 

-.533 

1.523 

1,081 

879 

950 

3.0 

-29.0 

-18.7 

8.1 

-37.6 

15-24 

1.075 

;.096 

1.069 

1,010 

939 

1.020 

-0.2 

-5.6 

-7.0 

8.6 

-4.6 

25-34 

1,062 

M09 

1,085 

1,062 

1.033 

1.127 

0.7 

-2.2 

-2.7 

9.1 

3.8 

35-44 

1,105 

1.117 

1.117 

1,118 

1.067 

1.112 

0.3 

0.2 

-4.6 

4.2 

-0.5 

45-54 

1.158 

1,137 

1.197 

1,143 

1,150 

1.171 

1.1 

-4.5 

0.6 

1.9 

-2.1 

55-64 

1,276 

1,262 

1.264 

1,285 

1.230 

1.261 

-0.3 

1.7 

-4.3 

2.5 

-0.2 

65+ 

1,376 

1.139 

1.256 

1,410 

1.399 

1,513 

-3.0 

12.2 

-0.8 

8.2 

20.4 

Average  Length  of 

Stay 

Total 


10.3 


9.0 


-0.9 


-11.5 


-2.3 


4.3 


-9.8 


0-14 

9.6 

9.5 

9.4 

8.5 

8.7 

9.2 

-0.5 

-10.0 

3.1 

4.7 

-2.8 

15-24 

9.2 

8.7 

8.4 

7.3 

7.2 

7.3 

-2.9 

-13.3 

-1.4 

1.7 

-13.1 

25-34 

9.6 

9.0 

8.8 

7.8 

7.6 

7.7 

-3.0 

-11.2 

-2.3 

0.6 

-12.7 

35-44 

9.9 

9.6 

9.2 

8.1 

7.9 

8.2 

-2.3 

-11.7 

-2.9 

4.1 

-10.7 

45-54 

9.8 

9.7 

9.5 

8.3 

8.2 

8.6 

-0.8 

-13.0 

-1.3 

4.8 

-10.0 

55-64 

10.3 

10.4 

10.1 

8.9 

8.5 

8.9 

-0.5 

-12.2 

-4.1 

4.4 

-12.2 

654 

11.2 

10.8 

11.1 

9.7 

9.4 

9.9 

-0.5 

-12.0 

-3.0 

4.4 

-10.9 

Days  of  Care  per  1.000 
TOTAL    12,559   11,723   12,050   10.969   10.553   11.616    -1.4    -9.0    -3.8 


10.1 


-3.6 


0-14 

13.294 

14.570 

14.345 

9.170 

7.687 

8.699 

2.6 

-38.1 

-16.2 

13.2 

-39.4 

15-24 

9.864 

9.484 

8.998 

7.365 

6.754 

7.460 

-3.0 

-18.2 

-8.3 

10.5 

-17.1 

25-34 

10.214 

9.963 

9.541 

8.287 

7.883 

8.650 

-2.2 

-13.1 

-4.9 

9.7 

-9.3 

35-44 

10.929 

10.737 

10.307 

9.113 

8.447 

9.162 

-1.9 

-11.6 

-7.3 

8.5 

-11.1 

45-54 

11.291 

11.056 

11.408 

9.476 

9.416 

10.048 

0.3 

-16.9 

-0.6 

6.7 

-11.9 

55-64 

13.139 

13.134 

12.825 

11.449 

10.506 

11.240 

-0.8 

-10.7 

-8.2 

7.0 

-12.4 

65+ 

15,456 

12.343 

13.895 

13.721 

13.204 

14.903 

-3.5 

-1.3 

-3.8 

12.9 

7.3 

Source: 

HCFA.  SOUS. 

OSOU.  ESRD  Prograi  Manageient  and  Ned  leal  Inforiatlon 

Systei 

data:  1981 

to  1986 

Table  2.6 


Readmissions  within  30  days  of  live  discharge 
for  aged  Medicare  beneficiaries 
All  diagnoses  and  selected  conditions:  1981  to  1986 


Condition 


1981 


1982 


1983 


1984 


1985 


1986 


All  diagnoses 
Hernia  repair 
Hip  replacement 
Pneumonia 
Stroke 


Percent  with  readmissions 

17.9      19.1      18.8      19.0  20.0  19.5 

4.5       5.4       5.5       6.1  6.2  7.2 

9.4      10.6      10.3      11.2  11.1  12.6 

16.8      17.4      18.0      17.5  17.5  17.6 

19.6      21.3      21.0      22.1  22.9  21.8 


Hernia  repair 
Hip  replacement 


Percent  with  readmissions  for  complications 

0.8      1.4      1.3      1.5      1.4      1.8 
3.0       2.9       3.8       4.1       4.3       4.1 


Adapted  from,  "Readmissions  and  Transfers:  The  Effects  of  PPS",  Contract 
Report  from  Abt  Associates,  November,  1988. 


Table  2 

.7 

Average  length  of 
total  episode  costs 

stay,  post  hospital  utilization,  and 
for  four  tracer  conditions:  1981  to  1986 

1981 

1982 

Year 
1983 

1984 

1985 

1986 

Simple 

Pneumonia 

N  of  cases 

4,809 

4,984 

4,841 

4,547 

4,476 

4,352 

Length  of  stay 

9.9 

10.3 

9.9 

8.6 

8.1 

8.3 

HHA  and /or  SNF 
in  7  days  (%) 

6.7 

8.2 

10.3 

11.0 

13.1 

14.2 

Episode  costs 

$3,216 

$3,747 

$4,110 

$4,208 

$4,475 

$4,676 

Costs-ore  {%J 
Costs-Hoso  %) 
Costs-Post  %) 
C-?st(w/o)Rehsp 

2.8 

83.1 

14.1 

3.3 

2.5 
83.1 
14.4 

3.3 

2.8 

82.1 

15.2 

3.7 

3.2 
80.5 

16.3 
4.0 

3.7 
79.7 
16.6 

4.7 

3.8 
79.3 

17.0 
5.1 

Hip  Replacement  - 

fracture 

IT  of  cases 

640 

988 

1,443 

1,913 

2,072 

1,829 

Length  of  stay 

18.1 

17.5 

16.9 

14.9 

13.8 

13.3 

KHA  and /or  SNF 
in  7  days  (%) 

38.7 

44.1 

46.4 

48.5 

52.5 

53.0 

Episode  costs 

$7,058 

$7,924 

$8,418 

$9,758 

$10,580 

$11,065 

Costs-pre  (%J 
Costs-Hosp  (%) 
Costs-Post  (%i 
C-Pst(w/o)Rehsp 

1.8 
87.4 

10.7 
7.3 

1.6 
86.4 
12.0 

7.2 

1.4 
86.5 

12.1 
7.4 

1.6 
86.2 
12.2 

7.2 

1.7 
85.7 
12.6 

7.6 

1.7 
85.0 
13.4 

7.8 

Stroke 

-  Transient  Ischemic  Attacks 

N  of  cases 

4,068 

3,919 

3,771 

3,799 

3,827 

3,991 

Length  of  stay 

7.1 

7.7 

6.6 

4.9 

4.5 

4.5 

HHA  and/or  SNF 
in  7  days  (%) 

5.4 

5.1 

6.8 

6.3 

7.1 

7.2 

Episode  costs 

$4,246 

$5,242 

$5,729 

$6,031 

$6,560 

$6,571 

Costs-pre  {%) 
Costs-Hosp  (%) 
Costs-Post  (% 
C-Pst(w/o)Rehsp 

2.2 
80.4 
17.5 

6.0 

2.1 
79.1 
18.9 

5.6 

2.3 

78.0 

19.8 

6.1 

2.3 

74.9 

22.8 

6.9 

2.6 

73.3 

24.2 

7.1 

2.5 
72.7 
24.8 

7.4 

Hernia  Repa 

ir  -  Unilateral 

N  of  cases 

1,715 

2,079 

2,582 

2,873 

2,346 

1,810 

Length  of  stay 

5.8 

5.3 

5.1 

4.2 

3.8 

3.5 

HHA  and/or  SNF 
in  7  days  (%) 

1.1 

1.0 

1.9 

1.8 

2.3 

2.6 

Episode  costs 

$2,118 

$2,182 

$2,293 

$2,572 

$2,710 

$2,595 

Costs-pre  (%J 
Costs-Hosp  (%) 
Costs-Post  % 
C-Pst(w/o)Rehsp 

2.6 

90.8 

6.6 

2.4 

2.7 

89.2 

8.0 

2.3 

2.4 

90.9 

6.8 

2.2 

2.5 

89.1 

8.5 

2.2 

K2 
64.2 

a. 7 

2.4 

3.5 
85.7 
11.2 

2.9 

Adapted  from  "Episodes  of  Hospitalization  and  PPS",  contract  report  from 
Abt  Associates,  September,  19B8. 


Table  2.8 


Disease  Category 


30  Day  Post  Admission  Mortality  Rates  for  Medicare 
FY  1986,  by  Selected  Disease  Categories 

Actual   Expected  Standardized 
Total    Percent  Percent  Mortality 
Discharges  Dead Dead Rat  lo 


215  Head  Injury,  including  intracranial  35,818  9.0 

242  Alcoholism  75,932  4.6 

251  Cerebrovascular  Disease  381,204  12.5 

290  Other  Nervous  System  Conditions  75,721  4.4 

504  Bacterial  Pneumonia  407,278  16. 

525  Bronchitis/Obstructive  Pulmonary  Disease  328,450  7, 

527  Cancer  -  Lung  129,658  25, 

590  Other  Respiratory  Conditions  250,252  10. 

620  Vascular  Insufficiency  of  Intestine  14,517  30. 

624  Cancer  -  Colon  and  Rectum  109,482  11. 

690  Other  Gastrointestinal  Conditions  244,043  8.7 

704  Cirrohosis  of  the  Liver  23,045  20.4 

710  Cancer  -  Pancreas  21,402  31.5 

808  Tibia,  lilac.  Femoral  or  Pop.  Artery  Dx  80,206  6.'7 

813  Aneurysm,  Abdomlani  35,543  18.0 

815  Coronary  Artery  Disease  (Acute  Ml)  1,066,528  9.7 

821  Arrhythmias/Condition  Disorders  448,543  6.5 

822  Disease  of  Aortic  Valve  40,221  8.5 
829  Essential  Hypertension  295,558  6.7 
890  Other  Cardiovascular:  Conditions  345,729  11.2 

901  Urinary  Tract  infections  183,239  9.1 

902  Acute  Renal  Failure  52,284  21.7 

903  Cancer  -  Genitourinary  58,557  4.8 
1001  Carcinoma  -  Prostate  100,516  7.5 
1214  Diabetes  Mel  I  I tus  226,649  5.7 
1290  Other  Endocr I n/Metabol Ic  Condi t Ions  214,493  12.1 
1305  Acute  Granulocytic  Leukemia  7.244  34.2 

1690  Other  Bacterial  Diseases  28,172  28.0 

1691  Other  Neoplasms  52.202  13.0 
1693  Other  General  Conditions  235,609  3.3 
1698  Carcinoma  -  Unstated  Primary  59,169  28.8 

grp  1  5  Diseases:  StageComorb.  543.261  7.6 

grp  2  14  Diseases:  Stage  909.633  5.0 

grp  3  31  Diseases  1.470,557  3.2 

grp  4  16  Body  Systems  1.506.708  2.5 

7.5 


9.4 

4.6 

12.7 

3.5 

17.2 

6.8 

25.3 

10.2 

33.4 

13.3 

8.7 

19.9 

32.6 

6.9 

18.1 

11.0 

6.8 

8.9 

6.9 

12.1 

8.0 

22.1 

5.4 

8.3 

5.7 


11  , 
30, 
28, 
12, 

4, 
26, 


All  Discharges 


10,057.423 


7.8 
4.5 
2.8 
2.0 

7.6 


0.95 


00 
99 
26 
96 
08 
1  .02 
0.99 
0.91 
0.84 
0.99 
1  .03 
0.97 
0.98 


.00 
,89 
,96 
,95 
,96 


0.93 
1  .14 


98  * 
90  *• 
90  ** 

00 
09  *• 

13  ** 
0.97  ** 
1.01 
0.70  ** 
1.08  ** 
0.98  *• 
1 .10  •* 
1 .14  ** 
1.23  ** 


0.99 


*  •  significant  at  .05  level 
*•  -  significant  at  .01  level 

Source:  FY  1984  and  FY  1986  MedPAR  flies;  Bureau  of  Data  Management 
and  Strategy.  Analysis  by  Systemetr  ics/McGraw  HIM 


CHAPTER  3 

POST-HOSPITAL  CARE 

The  decreased  length  of  hospital  stay  resulting  fron  PPS  is  one  recison 
v^y  more  Medicare  beneficiaries  aire  likely  to  need  post-acute  cctre,  such 
as  the  services  delivered  by  SNFs,  HHAs  and  swing-bed  facilties.  This 
chapter  provides  information  concerning  trends  in  post-hospital  care 
utilization  and  the  availability  of  post-hospital  care  providers.  In 
addition,  results  of  econanetric  studies,  which  have  atterrpted  to  isolate 
the  effect  of  PPS  on  post-hospital  care,  are  presented.  Finally, 
information  is  presented  that  describes  the  E)^)artinent's  activities 
regartiing  quality  of  post-hospital  care  and  the  denial  and  reconsideration 
process  for  HHA  and  SNF  claims.  This  chapter  provides  information  only  on 
services  covered  by  Mediccire,  vAiich  do  not  include  eill  types  of 
post-hospital  care  that  beneficiaries  may  use. 

Trends  in  SNF  Utilization 
Prior  to  January  1,  1989,  a  patient  was  required  to  have  at  least  a 
3 -day  inpatient  hospital  stay  prior  to  receiving  Medicare  coverage  of  SNF 
care.  For  this  reason,  changes  in  SNF  utilization  are  best  examined 
relative  to  inpatient  hospital  admissions  (or  discharges.)  Table  3.1 
shews  that,  between  1983  and  1986,  the  ratio  of  SNF  admissions  to 
inpatient  hospital  admissions  increased  frcm  2.6  percent  to  3.4  percent. 
Preliminary  data  suggest  that  the  ratio  declined  in  1987.  Hence  it 
appears  that  SNF  utilization  increased  in  the  first  years  of  PPS,  but  has 

3.1 


stabilized  or  even  declined  more  recently.  Similar  trends  in  SNF 
utilization  were  fcxmd  in- two  HCFA-funded  studies. 

First,  Neu  and  Harrison  (1988)  ccmpared  a  pre-PPS  period  (calendar 
year  1981)  with  a  post-PPS  period  (12  months  ending  June  1985)  and  found  a 
nationcd  increase  in  the  ratio  of  SNF  to  inpatient  hospital  admissions. 
The  study  found  only  ei<^t  States,  including  three  of  the  four  States  with 
waivers  from  PPS  during  the  study  period,  in  vAiich  there  occurred  a 
statistically  significant  decrease  in  Medicare  SNF  utilization.  These 
were  Hawaii,  Kentucky,  Maryland,  Massachusetts,  New  Haiipshire,  New  Jersey, 
CSiio,  and  Rhode  Island.  This  finding  is  consistent  with  the  fact  tliat  an 
increase  in  the  supply  of  nursing  home  beds,  esqsiiessed  as  beds  per 
thousand,  occurred  in  all  census  divisions  for  the  time  period  1981-1987, 
except  the  New  England  and  Pacific  (Table  3.2) . 

Second,  Abt  Associates  linked  hospital  stay  records  with  Medicare  SNF 
care  (cis  well  as  HHA  care)  received  within  30  days  of  discharge  for  a 
sanple  of  8,000  hospital  discharges  per  year  in  PPS  States  (Gaumer  and 
Gianfrancesco,  1988.)  Iheir  results  are  reported  in  Table  3.3,  v*iich 
shews  that,  between  1983  and  1985,  the  proportion  of  hospital  discharges 
using  SNF  care  within  30  days  increased  fron  2.9  to  4.0  percent.  In  1986, 
this  proportion  declined  sli^tly  from  4.0  to  3.8  percent. 

Another  significant  finding  is  that  the  length  of  the  average  SNF  stay 
has  fallen  sharply  during  the  PPS  years.  MedPAR  data  (Table  3.1)  show  a 
decline  in  the  number  of  SNF  days  per  admission  frcm  29  days  in  1981  to 
21.5  days  in  1987.  The  Abt  data  (shewn  in  Table  3.3)  include  only  SNF 
care  received  within  30  days  of  discharge  in  PPS  States.  They  also  show  a 
decline,  but  frcm  a  lower  base  (19.5  days  in  1981  to  15  days  in  1986) . 
Further,  Neu  and  Harrison  found  that  there  was  a  shift  in  the  distribution 
in  SNF  covered  days  between  1981  and  1984-85,  with  a  larger  proportion  of 
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patients  using  fewer  than  20  days  of  care  and  a  smaller  prcportion  of 
patients  using  between  80-100  days  of  care.  This  decline  in  the  nurrtDer  of 
SNF  days  per  admission  may  indicate  that  hospitals  cu:^  substituting  SNF 
care   for  the  last  few  days  of  iipatient  care,  with  more  short  stay 
patients  going  to  SNFs  than  previously.  In  addition,  the  SNF  ccpayment 
that  ^plies  after  20  days  of  care  has  risen  steadily  since  1981  and  may 
have  contributed  to  the  reduction  in  SNF  length  of  stay.  One  caveat  is  in 
order — the  trend  in  total  SNF  days  received  by  a  patient  is  unknown 
because  the  Medicare  data  contain  information  only  on  covered  days. 

Trends  in  the  Availability  of  SNF  Services 
Consistent  with  the  overcill  trends  in  utilization  discussed  above,  the 
nuirtoer  of  Medicare-certified  SNFs  increased  frcm  5,197  in  1981  to  7,375  in 
1987  (Table  3.4).  Iftitil  1986,  the  number  of  facilities  had  increased, 
largely  due  to  application  for  certification  by  existing  units,  rather 
than  by  construction  of  new  ones.  The  leurgest  single  year  increase 
occurred  in  1986  (7.8  percent)  and  was  due  cdmost  equally  to  conversions 
and  new  construction.  Ihe  increase  in  the  nuntoer  of  Medicare-certified 
facilities  suggests  that  VIedicare  beneficiaries  prcbably  have  had  less 
difficulty  in  recent  years  locating  geographically  accessible  facilities 
v*jere  they  could  receive  covered  SNF  care. 

In  the  past,  many  SNFs  were  not  capable  of  providing  the  type  of 
short-term  skilled  or  rehabilitative  care  frequently  required  by  Medicare 
patients.  Many  SNFs  have  not  found  it  to  their  advantage  to  became 
certified  for  Medicare,  because  of  the  small  number  of  Medicare  patients 
they  expected  to  serve  and  the  limited  number  of  days  that  ;rould  be 
covered.  PPS  appeairs  to  have  resulted  in  a  greater  number  of  post-acute 
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SNF  patients,  covered  both  by  Medicare  and  by  other  sources  (private  pay, 
Medicaid,  other  insurance) .  Therefore,  it  is  possible  that  SNFs  may  be 
responding  by  changing  their  staffing  and  the  types  of  services  provided 
to  acccmtcdate  patients  needing  subacute  care. 

Georgetown  University,  in  a  stuc^  ^»nsored  by  HCTA,  is  currently 
conducting  a  survey  of  nursing  facilities  to  examine  c±ianges  in  staffing 
and  services  offered  as  a  result  of  PPS.  Preliminary  results  of  the  study 
suggest  that,  in  1985,  SNFs  offered  a  wider  range  of  skilled  services  and 
enployed  more  nursing  stciff  per  bed  than  they  did  in  1982. 

Trends  in  Medicare  Heme  Health  Utilization 
Hone  health  data  from  the  Medicare  statistical  system  shew  that  the 
nuntier  of  persons  served  increased  between  1981-1986,  althoui^  the  rate  of 
increase  has  been  slcwer  since  the  adoption  of  PPS  (Table  3.5) .  Between 
1986  and  1987,  there  was  a  2  percent  decline  in  persons  served.  The 
average  annual  number  of  visits  has  been  decreasing,  from  27  visits  per 
person  served  in  1983  to  23  visits  per  person  in  1987. 

To  ctssess  the  effect  of  PPS  on  home  health  utilization,  it  is  even 
more  irrportant  than  it  was  in  the  case  of  SNF  care  to  focus  on 
post-ho^ital  care,  since  Medicare  coverage  of  hasm  health  care  is  not 
contingent  on  a  prior  hospital  stay.  For  this  reason,  the  Abt  data  base 
cited  in  the  SNF  utilization  section  of  this  chapter  is  particularly 
useful.  Using  these  data,  Gaumer  and  Gianfrancesco  (1988)  estimated  that 
30  percent  of  cdl  home  health  visits  occurred  within  30  days  of  hospital 
discharge  and,  by  1986,  the  percentage  had  increased  to  almost  40  percent. 
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Ihe  Abt  data  base  also  indicates  that,  for  the  years  1981  throng 
1986,  the  proporticxi  of  Medicare  beneficiciries  using  hone  heailth  services 
within  30  days  of  hospital  discharge  has  increased  frcm  6  percent  to  14 
percent  (Table  3.3) .  Much  of  the  increase  is  due  to  initiation  of  HHA 
ccure  in  the  first  7  days  after  ho^itcil  discharge;  less  change  was 
observed  in  the  resnainder  of  the  30  day  post-hospital  period.  For 
exanple,  cdmost  27  percent  of  persons  with  a  diagnosis  of  hip  r^lacement 
(ERG  209)  received  HHA  visits  within  the  first  week  of  discharge  in  1986 
carpeired  to  about  10  percent  in  1981.  Ihis  pattern  of  change  was  cilso 
found  for  other  selected  tracer  ocaiditions  such  as  stroke,  pnaimonia,  and 
hernia  r^air  (Gaumer  and  Gianfranoesco,  1988) . 

Within  the  30  day  post-hospital  period,  there  is  an  indication  that 
service  intensity  increased  for  heme  health  services,  with  visits  per  user 
increasing  from  8.5  to  10.5  between  1981  and  1986.  Ihis  finding  does  not 
necessarily  conflict  with  the  fact  that  the  annual  total  number  of  visits 
decreased,  especicilly  since  the  latter  figure  includes  seme  non-hospitcil 
related  heme  health.  There  may  be  an  increase  in  the  number  of  visits  in 
the  immediate  30  day  postHio^ital  period  but  a  decline  in  the  total 
number  of  visits  overall. 

Rand  found  that  there  was  an  increase  in  the  percentage  of  Medicare 
patients  using  heme  health  services  in  every  State  during  its  stuc^  period 
(Neu  and  Harrison,  1988.)  Only  in  Alaska  did  Rand  fail  to  dfimonstrate 
that  the  increase  was  statistically  significant. 
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Trends  in  the  Availability  of  Hone  Health  Services 

Ihe  number  of  Medicare-certified  HHAs  has  grown  fron  2,858  in  1979  to 
5,719  in  1987  (Table  3.6) .  Nevertheless,  the  rate  of  increase  has  slewed 
during  the  PPS  yecurs.  Ihe  greatest  percentage  increases  over  this  time 
period  were  in  1983  and  1984  (17  percent  and  23.9  percent,  respectively) . 
In  1985  the  annual  rate  of  increase  was  12.5  percent.  In  1986,  the  rate 
of  increase  had  feillen  to  0.4  percent  and,  in  1987,  the  number  of  HHAs 
actually  decreased  3.9  percent. 

The  number  of  hospital-based  HHAs  increased  more  than  sixfold  frcm 
1972  to  1987  (frcm  231  to  1,456) .  In  particular,  there  has  been  a  large 
increase  in  the  number  of  hospitaHaased  HHAs  since  PPS  started. 
Hca^itaHaased  HHAs  increased  in  1985,  1986,  and  1987  both  in  absolute 
magnitude  and  as  a  percentage  of  the  total  of  all  HHAs.  Conversely,  the 
nunber  of  SNF-based  HHAs  has  decreased  in  the  post-PPS  period  both  in 
absolute  numbers  and  as  a  percent  of  the  total.  Between  1983  and  1987, 
the  number  of  SNF-based  HHAs  fell  from  136  (3.2  percent  of  the  1983  total) 
to  99  (1.7  percent  of  the  1987  total) . 

Examination  of  the  data  on  ho^ital-  and  SNF-^aased  hone  health  care  is 
particularly  inportant  due  to  the  reac^  access  that  these  providers  have 
to  patients  needing  HHA  care.  Operation  of  an  HHA  could  be  particularly 
advantageous  for  ho^itals  that  have  incentives  for  decreasing  hospital 
length  of  stay.  Many  patients  would  not  qualify  for  SNF  care,  so 
providing  HHA  care  under  the  ho^ital's  audioes  could  solve  problems 
relating  to  discharge  planning  for  needed  post-acute  care  services. 
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This  cxuld  be  firancially  beneficial  to  the  ho^ital  as  well,  since  it 
would  receive  cost-based  Medicare  heme  health  payments  for  these 
patients.  In  effect,  ho^itals  could  substitute  hcroe  health  services  in 
place  of  v;hat  would  otherwise  have  been  the  l2ist  few  days  of  ho^ital 
recovery. 

In  additicMi  to  the  changes  in  the  numbers  of  HHAs  since  PPS,  there 
have  been  changes  in  HHA  staffing  and  the  types  of  services  provided. 
Between  1982  and  1984,  the  average  nunter  of  full-time  equivalent  (FTE) 
personnel  employed  by  HHAs  increased  by  cilmost  50  percent,  fron  19.2  to 
29.7.  In  1985,  however,  average  FIEs  decreased  in  cill  categories,  with 
the  total  average  FIEs  dropping  to  18.7.  After  drcpping  to  17.4  in  1986, 
the  number  increased  to  19  per  agency  in  1987  and  appeajrs  to  have 
stabilized  at  this  level. 

All  HHAs  must  offer  skilled  nursing  services  to  their  patients  in 
order  to  be  certified  by  Medicare.  Most  offer  at  least  an&  or  two  other 
services.  Between  1982  and  1987,  the  proporticai  of  HHAs  providing  various 
t^pes  of  in-hcrae  services  increased.  Nationally,  the  proportion  providing 
physical,  occupational  or  sp&edn  therapy,  medical  social  services,  heme 
health  aides,  interns  and  residents,  nutritional  guidance,  and 
pharmaceutical  services  increased  between  1982  and  1987. 

PPS  Effects  on  Post-Hosoital  Care  Use 
De^ite  the  expectation  that  post^Ks^ital  utilization  mi^t  rise  due 
to  the  PPS  incentives,  the  increases  in  post-ho^ital  care  that  have 
occurred  since  FPS  implaoaentaticn  cannot  be  attributed  solely  to  PPS. 
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There  is  no  clear  means  of  determining  vAiat  the  level  of  post-ho^ital 
Ccire  would  have  been  in  the  absence  of  FFS,  because  other  trends  were 
occurring  at  the  same  time  as  FPS  or  even  preceded  it.  IWo  eccnanetric 
analyses  have  been  conducted  that  attempt  to  isolate  the  effect  of  PPS  on 
post-ho^ital  care  use. 

A  study  by  Gianfranoesoo  (1988)  investigated  both  the  volume  and 
timing  of  post-ho^ital  services  during  the  60  day  post-discharge  period 
for  four  dizkgnostic  groi:^:  stroke,  pneumcnia,  hip  replacement,  and 
hernia.  Disaggregation  of  the  post-60  day  period  into  shorter  periods 
permitted  measurement  cind  ansilysis  of  timing  as  well  as  volume.  Ihe  model 
assiTmes  that  each  beneficiciry's  utilizaticai  of  post-hospital  ccire  is  a 
function  of  PPS'  influence  an  the  discharging  ho^itcil,  geogrs^jhic 
factors,  hoepitad  characteristics,  the  seriousness  of  the  beneficiary's 
condition,  other  infl\:iences  on  daooand,  si:^ly  ccsistraints,  and  trend 
factors.  PPS  influence  weis  measured  in  two  ways:  (1)  by  the  product  of 
the  ratio  of  Medicare  discharges  to  total  hospital  discharges  and  a  binary 
variable  indicating  vAiether  the  stay  occurred  v^hile  the  ho^ital  was 
subject  to  PPS;  and  (2)  by  the  product  of  the  hospitcil's  measure  of 
ejqjected  financial  gain  or  loss  under  PPS  and  a  binary  variable  indicating 
v^iether  the  stay  occurred  vAiile  the  ho^ital  was  subject  to  PPS. 

Ihe  results  found  significant  PPS  effects  for  heme  health  and  SNF 
services  received  within  60  days  eifter  ho^ital  discharge.  For  HHA 
services>  timing  was  aiffected,  that  is,  the  proportion  of  visits  received 
in  the  first  30  days  of  a  total  post-discharge  period  of  60  days  increased 
after  PPS.  The  study  found  that  both  timing  and  volume  were  effected  for 
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SNF  care.     Post-ho^itsd  levels  of  care  were  hi^ier  for  patients 
discharged  fron  ho^itcils  that  were  more  susceptible  to  FPS   (as  indicated 
by  a  hi^ier  proporticxi  of  Mediczore  discharges) .     Post-ho^ital  utilization 
was  adso  inversely  related  to  the  PPS'  financial  inpact  on  the  discheirging 
ho^ital.     Patients  discharged  fron  ho^itals  that  were  expected  to  gain 
under  FPS  had  lower  levels  of  pcst-hospitcil  services  eind  consumed  thean 
less  quickly  etfter  discharge  than  patients  dischan^  frcm  ho^itals  that 
were  expected  to  lose  under  PPS   (Gaumer  and  Gianfrancesco,   1988) .     This 
could  reflect  more  careful  attentic»i  to  discharge  planning  by  such 
hospitals. 

The  second  study  by  Schmitz   (1988)   looked  at  HHA  and  SNF  xjse  per 
capita  and  postHiospital  use  within  30  days  at  the  area  level  for 
349  geogrE^jhic  eureas  for  the  years  1981-1986.     Two  measures  were 
ccrstructed  of  PPS  and  PPS/Tax  Equity  Fiscal  Re^jcnsibility  Act  (TETOA) 
influence  on  HHA  and  SNF  utilizaticxi:    (1)  a  pre/post  ccnpariscxi  in 
nonwaiver  States  for  the  years  1981  through  1983  ccnpared  to  the  years 
1984  throu^  1986;  and  (2)  a  "double  difference"  estiinate  -  the  difference 
between  the  pre/post  difference  in  the  ncxiwaiver  States  and  the  pre/post 
difference  in  the  waiver  States.     Additiaial  econcroetric  work  is  being 
done  on  a  regression  model  with  lagged  utilizaticxi  to  examine  the 
relationship  between  ho^ital  changes  in  length  of  stay  and  HHA  and  SNF 
care  use  (Schmitz,  1988). 


3.9 


significant  PPS  effects  on  SNF  ccire  were  found  in  the  rural  areas. 
SNF  admissicxTS,  covered  SNF  days  in  the  30  day  post-hospital  period  cind 
the  proportion  of  hoepitcil  stays  resulting  in  SNF  admissions  cLLl  rose  in 
1984.  There  were  sanall  declines  in  1985  and  1986,  but  despite  the 
declines,  utilization  did  not  drop  to  pre-PPS  levels.  Moreover,  such 
declines  were  smaller  in  PPS  States  than  in  waiver  States.  Regression 
results  of  the  effect  of  PPS  on  SNF  care  in  urban  areas  are  more  difficult 
to  interpret.  SNF  use  did  increase  in  1984,  but  there  were  large  declines 
in  1985  and  1986,  dropping  to  pre-PPS  levels.  This  rate  of  decline, 
hcwever,  was  eilso  lower  in  PPS  States  than  in  waiver  States,  so  it  is 
possible  that  PPS  slowed  the  decline. 

Attribution  of  an  increase  in  HHA  care  to  PPS  in  this  study  was 
difficult  because  the  levels  of  HHA  use  increased  throui^out  the  time 
period  1981-1986.  In  urban  areas,  HHA  care  was  found  to  grew  more  slowly 
in  PPS  States  than  in  waiver  States  in  1982,  prior  to  PPS,  but  more 
rapidly  in  1983  and  cLfter,  suggesting  that  PPS  had  an  effect.  In  rural 
areas,  there  was  an  increase  in  post-hospital  HHA  care  after  PPS  ccnpared 
to  pre-PPS.  Also,  the  rate  of  increase  was  hi^er  in  PPS  States  than  in 
waiver  States.  Therefore,  the  results  tend  to  suggest  that  PPS  had  an 
effect  CTi  increasing  rates  of  HHA  use  in  both  urban  and  ruicil  areas. 

The  inccsisistency  between  the  two  studies  regarding  PPS  effects  cai  SNF 
use  are  probably  due  to  differences  in  the  sanples  used.  Schmitz  (1988) 
included  all  Medicare  cases,  v*iile  the  Gianfranoesco  (1988)  study  examined 
only  a  sample  of  cases  fran  four  tracer  conditions.  A  second 
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difference  is  that  the  Gicififrancesoo  study  did  not  do  sepcirate  analyses 
for  urban  and  rural  areas,   which  the  Schmitz  study  did. 

In  their  synthesis  on  post-hospital  care  and  PPS,  Gaumer  and 
Gianfranoesco  (1988)  conclude  that  these  econanetric  studies  "provide 
substantial  evidence  that  the  utilizaticai  of  post-ho^ital  care  was 
altered  by  PPS.  There  is  also  evidence  that  these  effects  varied 
ocnsiderably  among  different  diagnostic  groups  and  types  of  post-ho^ital 
care.  The  service  most  affected  seesns  to  have  been  HHA,  though  it  is 
unclear  whether  this  effect  was  mostly  on  timing  rather  than  volume." 
Much  of  the  evidence  suggests  that  the  increases  in  use  are  due  more  to  a 
shift  in  the  timing  of  receipt  of  services,  i.e.,  more  services  are  being 
received  in  the  first  7  and  30  days  of  ho^ital  discharge,  although  total 
volume  may  be  eiffected  to  sane  extent  as  well.  The  overall  trends 
indicate  that  there  may  be  a  leveling  off  of  the  increases  in  HHA  and  SNF 
utilization  for  1987. 

Ihere  heis  been  concern  that  cLLl  Mediccure  beneficiaries  may  not  have 
equal  access  to  post-ho^ital  care  services  and  that  sane  may,  therefore, 
be  disadvantaged  by  shorter  lengths  of  ho^ital  stay.  Differentials  do 
exist  between  rural  and  urban  areas  in  use  of  hcrae  health  and  SNF  care 
and,  while  increases  have  occurred  in  both  services  over  the  period 
1981-1986,  the  gap  between  urban  and  rural  utilization  has  been  shrinking, 
particularly  in  the  use  of  SNF  services.  (See  Table  3.7)  Beneficiaries 
who  live  in  rural  areas  and  receive  care  in  urban  ho^itals  are  thou^t  to 
be  at  a  disadvantage  in  obtaining  post-ho^itail  care.  Gaumer  and 
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Gianfrancescx)  found,  however,  that  this  group's  rates  of  post-^iospital 
care  use  did  not  differ  much  frcni  those  of  other  groups  for  several  tracer 
ccnditicrjs,  with  the  exo^jtioi  of  hip  replaceanents.  Their  use  rate  for 
this  ccnditiCTi  was  ranch  lower. 

IiTpact  of  PPS  CTi  Rural  Post-hospital  Care 
As  one  ccnponent  of  the  HCFA-funded  evaluation  of  the  NaticaTal  (Rural) 
Swing-Bed  Program,  the  University  of  Colorado  Health  Services  Research 
Center  studied  the  iiipact  of  PPS  cai  small  rural  hospitals  (Shaughnessy  and 
Schlenker,  1988) .  Acute  care  length  of  stay,  case  niix,  acute  and 
subsequent  Medicare  costs,  and  quality  of  care  were  analyzed  for  hospitcLLs 
with  swing-bed  programs  ccrpared  to  those  without  swing-bed  programs, 
taking  into  ccnsideration  whether  the  hospitals  also  have  distinct-part 
long-term  care  units.  This  secticai  sumnarizes  the  Ifriiversity  of  Colorado 
stix^. 

Hospitals  with  swing-^Ded  programs  and/or  long-term  care  units  have 
been  thought  to  be  e^ecicilly  suso^jtible  to  early  acute  care  discharge, 
since  such  hospitals  can  gain  additional  Medicare  (and  possibly  other) 
long-term  care  revenues  thrcu^  such  units.  This  topic  is  iirportant  in 
view  of  the  growth  in  number  of  swing-bed  ho^itals  (to  over 
1,000  ho^itals  by  mid-1987)  and  the  expansioi  of  the  program  (as  part  of 
the  Cranibus  Budget  Reconciliation  Act  of  1987,  P.L.  100-203)  to  include 
rural  hospiteils  with  up  to  100  beds  (Shau^messy,  Schlenker,  and 
Silverman,  1988) .  To  examine  these  and  related  issues,  the  PPS 
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cxmDcnent  of  the  Natioral  (Rural)  Swing-Bed  Program  Evaluaticai  was 
designed  to  ryidTryw  the  following  najor  questions  as  they  pertain  to  small 
rural  ho^itcils: 

1.  Has  PPS  chcinged  Medicare  acute  care  length  of  stay  differently 
for  hospitals  with  swingHDed  programs  ccnpared  to  those  without 
such  programs?  Are  the  differences  affected  by  whether  or  not 
the  hospitals  cLLso  have  separate  Icng-tenn  ccire  units? 

2.  Have  Mediccire  acute  care  Cetse  mix  shifts  occurred  since  the 
iirplementation  of  PPS,  and  have  these  shifts  been  different  for 
swing-bed  and  ncnswing-^Ded  ho^itcils? 

3.  Have  the  post-PPS  changes  in  hospital-level  cost  and  utilization 
varied  by  hospital  type? 

4.  Do  total  Medicare  Dost-discharry>  nnsts  per  patient  vary  among 
patients  discharged  fron  the  different  hospitcil  types  (including 
subsequent  acute  care  costs)? 

The  most  in|»rtant  analyses  used  facility-  and  patient-level  Medicare 
data  for  the  samples  of  swing-beds  and  ccnpariscai  hospitcils  frcm  the  core 
(original)  ccnpcnent  of  the  Natiaial  Swing-Bed  Program  Evaluation.  Ihe 
sample  hospitals  ccnprised  a  representative  cross  section  of  swing-*ed 
hospitals  and  similar  hospitals  that  were  eligible  for  but  not 
participating  in  the  swingHsed  program  (i.e. ,  occpariscxi  ho^itals) . 
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Both  the  swingHDed  and  the  ocnparison  ho^itcils  were  further  groi^jed 
acxxsniing  to  whether  they  had  a  distinct-part  long-term  cetre  unit.  Since 
the  sample  hospitals  were  either  peurticipating  in  or  eligible  for  the 
swing-bed  program,  they  were  located  in  rural  cireas  and  had  fewer  than 
50  staffed  beds. 

Data  sets  used  in  the  study  included  Medicare  claims  data  for  1982  and 
1985,  claims  data  on  all  patients  (non-Medicare  as  well  as  Medicare)  fron 
the  Iowa  Hospital  Association,  Medicare  cost  r^xDrts,  and  data  fron  the 
Medicare  Autcmated  Data  Retrieval  Systems  (MAERS) .  In  addition,  data  on 
FK)  acute  care  deniad  rates  in  four  States  were  obtained  and  ancLLyzed. 
TiimitPri  patient-level  ansLLyses  were  also  carried  out  using  data  collected 
for  the  core  carponent  of  this  study,  supplemented  by  data  en  additional 
patients  for  this  ccnpcnent. 

The  general  ccnclusion  of  the  PPS  ccrponent  of  the  swing-^^ed 
evaluation  was  that  swing-43ed  care  provides  a  viable  additional  optiOTi  for 
Medicare  post-acute  ceore,   which  at  times  substitutes  for  other  SNF  and 
heme  health  care  and  contributes  to  lower  subsequent  acute  ccire  use  and 
cost.  The  study,  therefore,  suggests  that  swingHoed  care  is  cost 
effective.  The  specific  findings  of  the  stuc^  are  suirmarized  belcw. 

Medicare  Acute  Care  length  of  Stav.  Both  swing-bed  and  ocnparison 
hospitals  reduced  Medicare  acute  care  length  of  stay  between  1982  and 
1985.  After  adjusting  for  changes  in  ERG  distributicaTS  between  1982  and 
1985,  average  acute  care  lengths  of  stay  dropped  fron  7.29  days  to 
5.15  days  in  swing-bed  ho^itals,  and  frcm  6.67  days  to  5.03  days  in 
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rrryarison  hospitals.  The  reductions  in  length  of  stay  were  greater  for 
swing-bed  hospitcils,  but  such  hospitals  also  had  longer  pre-PPS  lengths  of 
stay.  By  1985,  the  two  types  of  hospitals  had  approximately  the  same 
average  lengths  of  stay.  The  reducticaTS  in  lengths  of  stay  did  not  appear 
to  be  related  to  whether  a  hospital  had  a  distinct-part  long-term  care 
unit. 

Non-Medicare  Acute  Care  Length  of  Stay.  Based  on  data  for  discharges 
from  clLI  payers  fron  a  sanple  of  50  Iowa  swing-bed  hospitads,  acute  length 
of  stay  was  also  reduced  for  non-Medicare  patients.  The  reductiais, 
hcwever,  were  considerably  less  and  were  from  a  much  Icwer  average  length 
of  stay  in  1982  than  was  the  case  for  Medicare  patients  (i.e.,  frcm 
4.18  days  to  3.47  days,  adjusting  for  changes  in  the  ERG  distribution) . 
It  could  not  be  determined  whether  these  reductions  were  related  to  PPS. 

Medicare  Acute  Care  Case  Mix.  As  measured  by  average  ERG  weight  per 
ho^ital,  Medicare  acute  care  case  mix  increased  for  swing-bed  and 
ocnparison  hospitsLIs  between  1982  and  1985.  The  increases  were  similar  for 
both  types  of  hospitals  and  were  unaif fected  by  whether  the  ho^itals  also 
had  distinct-part  units.  The  average  CRG  wei^ts  for  the  swingHaed  and 
ccnparison  hospitals  were  essentially  the  same  for  both  1982  and  1985. 

Hospital  Per  Patient  Dav  Costs.  Changes  in  per  patient  day  costs 
differed  between  swing-^Ded  and  oaqpariscxi  ho^itals.  In  1982,  the  two 
ho^ital  types  were  similar  in  their  overall  cost  structures.  Hcwever,  by 
1985,  cost  per  acute  patient  day  was  greater  for  swing-bed  ho^itals  than 
for  ccnparison  ho^itals.  This  was  largely  due  to  the  greater  decline  in 
acute  care  occupany  rates  among  swing-bed  ho^itals  than  among  the 
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cxxparison  hoqpitals.     When  swing-bed  patient  days  were  included  in  the 
determination  of  ocxxpancy  rates,  the  rates  were  similar  for  swing-bed  and 
oanparison  ho^itals.     Therefore,  swing-bed  ho^itals  did  not  reduce 
overhead  and  fixed  cost  itesos  ccnroensurate  with  declines  in  acute  carB 
occupancy. 

Medicare  Post  Per  Patient.  In  terms  of  toted  Medicare  cost  per 
patient,  analyses  of  the  MAERS  data  indicated  that  patients  disciiarged 
frtxn  acute  care  in  ho^itals  with  swing-bed  programs  were  more  likely  to 
receive  swing-bed  care  than  patients  discharged  fron  ccnpajriscai 
hospitals.     Such  patients  clLso  received  less  Medicare  nursing  hone  (SNF) 
and  home  health  care.     Subsequent  acute  ceire  use  and  cost  clLso  tended  to 
be  lower  for  patients  discharged  frcra  acute  care  in  swing-bed  ho^itals. 
Ihe  overall  result  was  a  sli^tly  lower  toted  cost  of  care  (both  excluding 
and  including  the  cost  of  the  initial  acute  care  ^isode)   for  patients 
discharged  fron  acute  car^  in  swing-^aed  hospit2ds.     Vttien  individuad  ERGs 
were  analyzed,  cxdy  for  stroke  (IPC  14)  were  Medicare  costs  hi^ier  for 
swingHsed  conpared  to  ccnparison  ho^itcd  dischzurges.     Subsequent  patient 
level  analyses,  however,  found  somsfc*iat  better  long-term  care  cutocines 
(measured  in  terms  of  inprovenent  in  activities  of  daily  living  scores) 
for  swing-bed  stroke  patients. 

Patients  discharged  frcm  acute  care  in  ho^itals  with  distinct^)art 
units  were  most  likely  to  receive  SNF  care  frcm  nursing  hones  and  less 
likely  to  receive  heme  health  care  than  were  patients  discharged  fron 
acute  care  in  hospitals  without  such  units.     Patients  fron  ho^itals  with 
distinct-part  units  adso  tended  to  have  lower  costs  than  did  patients 
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disctiarged  fron  ho^itals  without  such  units. 

roo  Denial  Rates.  Analysses  of  FK)  dpnial  rates  for  acute  care 
admissions,  readndssicns,  cmd  transfers  revealed  no  major  differences 
between  swing-^sed  and  ocnparison  ho^itals  or  between  hospitals  with 
distinct-part  units  corpcired  to  those  without  such  units.  Overall,  no 
evidence  emerged  to  suggest  that  swing-^Ded  ho^itals  inappropriately 
discharged  acute  care  patients  to  swing-bed  care.  The  same  result  was 
found  for  (rural)  ho^itals  with  distinct-part  Icng-tenii  care  units. 

Patient  Care  CXitccroes.  Analyses  of  prinary  patient-level  data 
revealed  no  major  differences  in  overall  long-term  care  patient  outccroes 
between  patients  discharged  frcm  acute  ccure  in  swing-bed  hospitals 
relative  to  ccnparisCTi  ho^itals. 

Procedures  for  Assuring  Quality  of  Post-Hospital  Care 
Section  9305  (i)  of  OBRA  86  requires  that  each  annual  r^x>rt  inclixie  an 
evaluation  of  the  adequacy  of  the  procedures  for  assuring  quality  of 
post-hospital  services  furnished  under  title  XVIII  of  the  Social  Security 
Act.  HCEA  assures  quality  of  post-ho^ital  care  in  a  nunber  of  ways. 
These  include: 

(1)  conditions  of  participation  focusing  on  quedity  and  a  survey  and 
certification  procedure  for  long-term  care  facilties  and  agencies 
to  assure  that  these  conditions  are  met; 

(2)  provisions  specifying  activities  with  re^ject  to  aftercare;  and 

(3)  conditions  of  participation  for  hospitcds  requiring  discharge 
planning. 
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In  the  first  area,   HCEA  will  be  inplesnenting  new  cxaiditions  of 
participation  for  nursing  hcnae  facilities  that  are  designed  to  inprove  the 
quality  of  care  and  quality  of  life  in  these  institutions.  These 
conditic^is  include  annual  resident  assessments,  24-hour  nursing  coverage, 
nurses'  aide  training,  and  pre-admission  screening  eind  resident  review  for 
mentally  retarded,  developoaentally  disabled,  and  mentally  ill 
individuals.  In  addition,  significant  changes  in  the  survey  process  were 
inplemented  in  August  1986  that  focus  survey  efforts  on  the  quality  of 
care  furnished  to  long-term  care  residents.  Specifically,  the  survey 
orientation  in  SNFs  and  Intermediate  Care  Facility  (ICFs)  enphasizes 
looking  firsthand  at  residents  and  observing  tham  and  the  care  they  .are 
given,  rather  than  ocaxsntrating  on  administrative,  procedural,  and 
structural  requirements.  Furthermore,  additicxial  survey  revisions  will  be 
inplemented  in  October  1990.  As  of  that  date,  the  distinction  between 
SNFs  and  ICFs  under  Medicsdd  will  no  longer  exist;  all   facilities  will  be 
considered  nursing  facilities. 

Quality  assurance  procedures  and  efforts  are  also  being  strengthened 
and  eaqpanded  in  the  hone  health  survey  process.  The  hone  heeLlth  survey 
process  is  also  being  revised  as  an  outocrae  ^jproach.  Ihis  process  is 
being  developed  to  evaluate  patient  outocraes  through  a  patient-centered 
approach  of  direct  observation.  Standardized  assessment  tools  and  survey 
protocols  are  now  being  developed  and  should  be  ocrpleted  by  the  end  of 
1989. 
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A  second  method  of  quality  assurance  requires  FRDs  to  review  at  least 
a  saitple  of  readmissions  within  31  days  to  PPS  hospitals  and  the 
intervening  post-^io^ital  care  period,  including  SNF  and  HHA  services. 
Generic  gucility  screens  hatve  been  developed  for  both  heme  health  and  SNF 
settings  and  are  used  by  the  FRDs  to  assess  quality  of  post-^iospital 
care.  By  i^ril  1989,  all  the  FWDs  will  have  inplemented  these  generic 
screens  as  part  of  their  contracts. 

Another  method  of  assuring  quality  of  postHio^ital  care  would  require 
ho^itals  to  have  a  discharge  planning  process  as  a  distinct  condition  of 
participation  for  the  Medicare  and  MedicEdd  programs.  The  elements  of 
that  discharge  planning  process  will  also  be  ^jecified  to  iirprove  the 
likelihood  that  a  patient's  post-^iospital  placement  will  be  appropriate. 
A  prcposed  rule  that  would  inplement  this  requirement  was  issued  in 
June  1988.  In  addition,  an  Advisory  Panel  established  by  OBRA  86  is 
developing  (with  HCFA  staff  si:^}port)  a  uniform  needs  assessment  instrument 
that  could  potentially  be  vised  by  hospitals  and  other  providers  for 
evaluating  an  individual's  need  for  post-^iospitcLL  extended-care  services, 
hone  health  services,  and  Icng-term  care  services.  This  instrument  will 
be  developed  by  the  end  of  1989  and  a  report  to  Congress  will  be  submitted 
with  reconmendaticns  for  the  appropriate  use  of  the  instrument. 

Evaluating  the  Appropriateness  of  Post-Hosoital  Care 
Section  9305  (i)  of  OBRA  86  required  that  each  annual  report  provide 
information  concerning  the  assessment  of  problems  that  have  prevented 
beneficiaries  frcm  receiving  appropriate  post-ho^ital  care.  HCEA  and 
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the  Assistant  Secretary  far  Planning  and  Evciluation  (ASPE)  have  undertciken 
a  major  study  to  provide  more  definitive  information  on  the 
apprcpriateness  and  effectiveness  of  post-ho^ital  care,  .^propriateness 
and  effectiveness  will  be  assessed  through  the  use  of  professionally 
developed  guidelines  of  care  and  health  status  outcare  eissessments.  The 
other  objective  of  the  study  is  to  determine  the  nature  and  extent  of 
prctoleins  encountered  by  patients  in  obtaining  post-hospital  czure  and  to 
assess  other  factors  associated  with  less  than  adequate  service  patterns, 
including  potential  barriers  to  the  receipt  of  needed  services  (e.g., 
financial  barriers  amd  provider  availability) ,  informal  caregiver  burdens, 
out-of-pocket  costs,  discharge  planning,  and  patient  satisfacticxi. 

The  study  ccnprises  two  projects:  a  pilot  study  and  a  major  national 
study.  The  pilot  study  is  developing  and  field  testing  methods  for 
determining  the  appropriateness  of  post-discharge  aftercare  services.  All 
types  of  post-iio^ital  care  are  being  studied,  including  both  skilled  and 
unskilled  care.  Stucty  methods  involve  classifying  patients  at  the  time  of 
hospital  discharge  according  to  their  post-discharge  service  needs  and 
applying  professionally  developed  guidelines  to  project  aftercare  needs. 
Projected  need  and  patient  outccraes  will  then  be  ccnpared  with  services 
received  based  cai  interview  data.  The  pilot  study  is  planned  for 
ccnpletion  in  early  1989.  The  findings  of  the  pilot  study  will  be 
reviewed  to  determine  the  advisability  of  a  national  aftercare  study. 
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Another  study,  which  is  being  conducted  by  the  University  of  Minnesota 
with  HCFA  and  ASPE  funding,  is  examining  the  course  and  cxitccmes  of 
post-acute  care  (including  rehabilitation  ho^ital,  SNF  and  hone  health 
cEore) .  It  has  two  major  ocnponents: 

(1)  analysis  of  Medicare  data  to  assess  differences  in  patterns  of 
care  across  the  country  and  to  determine  the  extent  of 
substitution  where  Veurious  forms  of  post-acute  care  services  are 
more  or  less  atvailable;  and 

(2)  detailed  examinatiai  of  clinicEd  cases  fron  the  most  ajmuun  CRGs 
receiving  post-acute  care  in  three  sites.  Ihese  ERGs  are  stroke, 
chronic  obstructive  pulmonciry  disease,  congestive  heart  fcdlure, 
hip/ joint  procedures,  and  hip  fractures. 

Information  is  gathered  fron  selected  Medicare  beneficiaries  at  four 
points  in  time:  acute  care  ho^itcil  discharge,  and  6  weeks,  6  mcarths,  and 
1  year  follcwing  ho^italization.  Information  is  being  collected  on 
demographic  characteristics,  functioned  status,  severity  of  illness, 
living  arrangements,  ard  utilizatiai  and  costs  of  care.  Information  is 
cilso  being  gathered  on  the  amount  emd  types  of  care,  and  resources  being 
provided  by  the  family  prior  to  hospitalization,  and  at  each  of  the  three 
follcw-up  periods.  Fsanily  caregivers  are  being  asked  about  the  burden  and 
stress  they  have  experioxai  because  of  the  ^Decial  mediced  and  other 
needs  of  their  disabled  relative.  Results  of  this  study  are  expected  in 
1990. 
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Reconsic3erations  and  Apppals  for  Payment  of  Post-^ospital  Care  Services 
Secticai  9305  (i)  of  OBRA  86  required  that  infonnaticxi  be  provided 
cxanoeming  reoonsideraticns  and  appeals  with  respect  to  payment  for 
post-^Kj^ital  care  services.  Mediccire  beneficiaries  have  a  ri^t  to  have 
decisions  regarding  payment  of  their  denied  Medicetre  Part  A  cladms  be 
reccaTsidered  by  intermediaries.  If  dissatisfied  with  the  reocHisideration 
dficisioi,  beneficiaries  have  the  option  of  filing  for  an  informal  hearing 
conducted  by  cin  Administrative  Law  Judge  (AL7) .  A  peirty  to  the  heciring 
may  request  the  Appeals  Council  to  review  the  AU's  decision,  but  the 
Appeeils  Council  is  not  required  to  grant  this  request.  HCFA  may  also 
informally  request  the  Appeals  Council  to  ej^rcise  its  discreticn  to' 
review  the  AU's  decision,  but  is  not  party  to  the  hearing,  unless  macte  a 
party  by  the  ALT.  Both  the  hearing  and  the  appeal  require  that  the 
disputed  amount  be  over  $100,  if  the  denied,  was  made  by  an  intermediary, 
or  $200,  if  the  denial  was  made  by  a  FRD.  At  each  level  of  review,  caie  of 
five  dispositions  may  occur.  The  case  may  be  eif firmed,  dismissed, 
partially  reversed,  fully  reversed,  or  withdrawn.  A  final  appeal  may  be 
filed  with  the  Federal  district  court  if  the  amount  of  dispute  is  over 
$1,000  in  the  case  of  an  intermediary  denial,  and  $2,000  in  the  case  of  a 
FRD  denial. 

In  n   1988,  approximately  22  percent  of  SNF  claims  were  denied, 
ccrpared  to  28.6  percent  in  FY  1987  (HCFA,  1988.)  In  FY  1988,  there  were 
16,587  reconsideration  requests,  which  conprised  approxiiiately  9.8  percent 
of  denied  SNF  clciims  and  2.1  percent  of  all  SNF  claims.  Including 
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submissions  from  the  previous  year,  18/710  requests  were  processed,  of 
which  5,996  were  reversed  in  whole  or  in  part.  ITiere  were  1,231  ALJ  cases 
ccnpleted,  of  which  742  were  reversed.  During  FY  1988,  approxinately  3.6 
percent  of  HHA  claims  were  denied,  ccnpared  to  5.7  percent  in 
FY  1987.  In  FY  1988,  there  were  43,894  home  health  care  cases  submitted 
for  reconsideration,  vrtiich  conprised  appproxinately  17  percent  of  all  HHA 
denials  and  0.6  percent  of  all  HHA  claims.  Including  submissions  from  the 
previous  year,  a  total  of  60,756  cases  were  processed,  of  which  20,208 
were  reversed.  Of  8,971  appeals  received  in  FY  1988,  3,296  were  heard 
with  2,452  reversed  partially  or  fully. 

There  has  been  congressional  concern  about  SNF  and  HHA  claim  denials. 
OBRA  86  mandated  a  r^ort  to  Congress  regarding  the  frequency  of,  the 
reasons  for,  and  the  rate  of  reversals  of  denials,  among  other  issues. 
This  report  is  expected  to  be  siibmitted  to  Congress  shortly.  As  a  result 
of  the  Medicare  Catastrophic  Coverage  Act  (MOCA)  of  1988,  Congress  also 
established  an  Advisory  Conmittee  on  Home  Health  Claims  that  will  study 
the  reasons  for  the  increase  in  the  denial  of  claims  for  home  health 
services,  the  ramifications  of  the  increase,  and  the  need  to  reform  the 
process  involved  in  these  denials. 


Future  Trends  Affecting  Post-Hospital  Care  Use 
With  the  adc^ion  of  MOCA  of  1988  and  sane  other  events,  there  may  be 
increases  in  post-hospital  care  utilization.   Effective  January  1989, 
Medicare  SNF  coverage  is  extended  from  100  to  150  days,  with  coinsurance 
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mich  reduced  for  the  first  8  days.  Also,  the  3  day  prior  ho^italization 
requirement  and  the  spell  of  illness  concept  have  been  dropped.  In 
additicai,  there  has  alreacty  been  a  clarification  of  the  definition  of 
"skilled"  level  of  care  through  a  HCFA  intermediary  manual  issuance, 
effective  April  1988.  Preliminary  data  suggest  that,  as  a  result  of  this 
clarification,  SNF  admissicHTs  have  increased.  The  canbinaticxi  of  these 
two  changes  in  the  SNF  benefit  is  li3cely  to  result  in  increased  use. 

Beginning  January  1990,  daily  heme  hecilth  care  can  be  provided  for  up 
to  38  ccrsecutive  days  vAiile  previously  it  was  only  approved  beycxTd 
3  weeks  under  extraordinary  circumstances.  Also,  the  definiticai  of 
"intermittent"  is  clarified  as  fewer  than  7  days;  previous  administrative 
guidelines  defined  it  as  no  more  than  4  days  per  week  (a  recent  ccurt 
decision  cdso  set  ciside  the  previous  administrative  guidelines  for  claims 
after  February  1987) .  As  a  result,  there  are  likely  to  be  increases  in 
use  of  heme  health  services. 
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TABLE    3.3 

Percent  of  Discharges  Using  Services  Post  30  Days 

1981  1982  1983  1984  1985  1986 

HHA  0.063  0.082  0.094  0.121  0.133  0.143 

SNF  0.026  0.021  0.029  0.034  0.040  0.038 

Source:     Gaumer  and  Gianfrancesco,    1988. 


Table  3.4 

CHANGE  IN  NUMBER  OF  MEDICARE  CERTIFIED  SNFs 

1981-1987 


(1) 
Medicare 
Certi-f  ied 
Faci 1 i  ties 


(2) 
Annual 
Percent 
Change 


May  1 98 1 

May  19S4 

Dec  1985 

Nov  1 986 

Dec  1987 


5,197 
5 ,  908 
6,423 
6,972 
7,375 


4 .  4-/. 


,  5-/. 

7. 

87. 

5. 

,3-/. 

Source:   Health  Care  Financing  Administration,  Q-f-fice 
of  Research  and  Demonstrations. 
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Table  3.6 

GROWTH  IN  THE  NUMBER  OF  MEDICARE   CERTIFIED  HHAs 
Selected  Years:   1972-1987 


Year  Medicare   Certified  HHAs  Percent   Change^ 

1972  2,212 

1977  2,496  +2.6% 

1979  2,858  +7.3 

1982  3,639  +9.1 

1983  4,258  +17.0 

1984  5,274  +23.9 

1985  5,932  +12.5 

1986  5,953  +0.4 

1987  5,719  -3.9 


^  Compounded  annual  percent  change  from  previous  data  shown. 


Source:     Health  Care  Financing  Administration,   Office  of  Research  and 
Demonstrations. 


Table  3.  7 

Percent  Receiving  HHA  or  SNF  Services 

Within  7  Days  of  Discnarge 


Beneficiary  Location/Hospital  Location 
Rurai/Rurai  Urban/Urban        Rural/Urban 


Stroke 


1981  12.2  2*.2  17.8 

1986  27.*  29.1  2*.9 

Increase  123%         20%         41% 


Hip  (Arth) 


1981 
1986 
Increase 


Hip  (Fx) 

1981 
1986 
Increase 


12.2 

18.2 

11.5 

36.9 

39.6 

26.1 

202% 

11<»% 

127% 

22.0 

43.3 

33.2 

46.8 

36.2 

f9.8 

113% 

30% 

H% 

Pneumonia  (89,90) 

1981 
1986 
Increase 


3.1 

8.0 

3.3 

11.S 

16.3 

12.6 

131% 

10<>% 

138% 

Source:    Gaumer  and  Gianfrancesco,    1988. 


Chapter  4 
IMPACT  ON  HOSPITAI^ 

The  1986  Inpact  Report  concliided  that  PPS  ^jpeared  to  be  affecting  the 
way  that  hospitals  operate.  Most  notably,  inpatient  length  of  stay  declined 
and  the  rate  of  increase  in  hospitcd  costs  slowed.  Practice  patterns  cdso 
appeeired  to  be  changing,  as  exenplified  by  the  rapid  rates  of  increase  in 
outpatient  and  other  ambulatory  services  and  the  ej^iansion  of  post-acute 
care.  This  chapter  updates  data  concerning  these  trends  and  evaluates  them 
from  the  perspective  of  an  additional  year's  data  and  ejqjerienoe  beyond  the 
material  available  for  last  yeeur's  report.  Most  of  the  chapter  is  devoted  to 
providers  of  inpatient  hospital  care,  but  the  chapter  also  contains  material 
on  outpatient  care. 

This  chapter  begins  with  a  brief  description  and  ccmparison  of  the 
experience  of  ho^itals  in  FY  1987,  overall  and  under  PPS.  Follcwing  a 
summary  of  trends  for  the  industry  as  a  whole,  the  es^jerience  of  various 
groups  of  hospitals  is  examined.  Due  to  the  extensive  treatment  of 
historical  trends  in  the  1986  Inpact  R^»rt,  the  presentation  here  is  less 
detailed.  This  year's  report  hi(^i<^ts  industry-wide  and  PPS  trends  in 
expenses,  revenues,  and  margins.  Special  attention  is  given  to  the  rate  of 
increase  in  iipatient  costs  per  case  and  the  PPS  performance  of  specific 
types  of  hospiteils  (most  notably,  large  teaching  hospitals  and  rural 
hospitals) .  In  addition,  s^jarate  sections  are  devoted  to  specific  topics 
vhere  HCEA-funded  cind  other  research  has  been  catpleted  since  the  1986  Iirpact 
Report  was  pr^>ared. 

4.1 


These  topics  include:  ho^itcils'  respcxTses  to  fiscal  pressure,  hospital 
closures  and  other  organizational  changes,  trends  in  capital  expenditures, 
and  innovation  and  diffusion  of  new  technology. 

Lonq-Run  Industry  Trends  in  Expenses.  Revenues,  and  Marnins 
Data  fron  the  AHA  National  Hospital  Panel  Survey  indicate  that,  between 
1970  and  1983,  inpatient  hospital  expenses  and  revenue  per  case  generally 
grew  at  about  the  same  rate.  Real  expenses  (adjusted  for  inflation)  per  case 
rose  at  an  annucil  average  rate  of  3.4  percent,  ccsipared  to  3.7  percent  for 
real   revenue  per  case.  Ihe  similarity  of  these  rates  is  not  surprising  given 
the  dominant  role  of  cost-based  reimbursement  during  this  period  and  the 
largely  noiprofit  orientation  of  the  industry. 

However,  since  PPS,  several  notable  changes  have  occurred.  First,  in 
1984,  the  rate  of  increase  in  real  expenses  per  case  dropped  well  belav  its 
historical  average  for  the  pre-PPS  period  (1.7  percent  versus  3.4  percent) . 
Second,  in  1984,  althoix^  the  real  rate  of  increase  in  revenue  per  case  was 
also  well  belcw  its  longer  run  average  (2.8  percent  versus  3.7  percent),  the 
difference  between  the  two  rates  widened  dramatically  (2.8  percent  versus 
1.7  percent.)  Third,  between  1985  and  1987  real  expenses  per  case  rose  more 
rapidly  than  their  long  run  average  (3.9  percent  versus  3.4  percent.) 
Fourth,  between  1985  and  1987  recLL  revenue  per  case  rose  scmefcrtiat  less 
rapidly  than  its  long  run  average  (3.4  percent  versus  3.7  percent)  and 
noticeably  less  rapidly  than  real  ejqjenses  per  case  (3.4  percent  versus 
3.9  percent.) 


4.2 


These  shifts  in  trends  have  several  inplications.  Since  revenues  grew 
sonewhat  nore  rapidly  than  expenses  over  the  period  1970-1983,  irargins  (the 
difference  between  revenues  and  expenses)  increased.  Margins  peaked  in  1984 
but  have  subsequently  declined,  since  between  1985  and  1987  revenues  grew 
sonewhat  less  rapidly  than  expenses.  The  AHA  r^»rts  total  margins  (revenue 
frcm  all  sources  minus  total  expenses,  expressed  as  a  percent  of  revenue)  and 
patient  nargins  (patient  revenue  minus  total  expenses,  expressed  as  a  percent 
of  patient  revenue.)  In  1987,  the  total  margin  was  4.7  percent  coipared  to 
6.2  percent  in  1984.  Similcirly,  in  1987,  the  patient  margin  was  0.1  percent, 
ccrpared  to  its  historical  high  of  2.0  percent  in  1984. 

It  should  be  noted  that  the  4.7  percent  margin  for  1987  is  greater  than 
it  was  in  any  year  during  the  1970's.  Further,  in  the  1970's,  AHA  patient 
margins  were  negative. 

AHA  patient  margins  are  difficult  to  interpret  for  at  least  two  reasons. 
They  may  be  very  misleeiding  if  there  are  significant  nonpatient  expenses  as 
well  as  nonpatient  revenues.  Also,  patient  care  subsidies  received  by  public 
ho^itals  fron  Government  sources  are  often  classified  as  nonpatient  revenue. 

Trends  in  PPS  Costs.  Revenues,  and  Operating  Margins 
The  AHA  data  provide  a  picture  of  hospitals'  overall  financial 
performance,  but  do  not  indicate  v^ether  PPS  payments  are  sufficient  to  pay 
the  costs  that  PPS  was  designed  to  cover.  To  address  this  question,  it  is 
necessary  to  separate  Medicare  revenues  and  costs  fron  those  of  other 
payers.  Further,  PPS  operating  payments  and  costs  must  be  separated  fron 
payments  and  costs  for  capital,  direct  medical  education,  and  certain  other 
items  (e.g. ,  kidney  acquisition) . 


4.3 


Table  4.1  cxxrpares  PPS  cperating  margins  (PPS  payments  minus  cperating 
costs  divided  by  PPS  payments)  with  total  margins  for  all  payers  for  the 
period  from  1984  to  1987.  Total  margins  derived  fron  Medicare  cost  reports 
are  ccnpared  with  AHA  total  margins.  Although  these  two  sets  of  toteil 
margins  may  differ  for  a  variety  of  reasons  (time  periods  covered  and  numbers 
of  hospitals  differ  and  costs  and  revenues  may  not  be  measured  identiccLLly) , 
they  both  show  a  consistent  dcwnwzLcd  trend  since  1984.  Both  sets  of  total 
margins  are  lower  in  each  yeetr  than  the  PPS  operating  margins,  at  least  in 
part  because  of  uncoipensated  care's  effect  on  the  total  meirgins.  PPS  and 
totcil  margins  have  declined  over  this  period,  but  PPS  revenues  have  been 
consistently  greater  than  the  costs  that  PPS  was  designed  to  cover. 

The  ciiange  in  the  PPS  operating  margins  can  be  explained  by  changes  in 
PPS  payments  and  Medicare  operating  costs  per  case.  PPS  margins  rose 
dramatically  ccnpared  to  the  TEZRA  year,  due  largely  to  a  16  percent  increase 
in  revenues  and  a  significant  drcp  in  the  rate  of  increase  of  Medicare  costs 
in  the  first  year  of  PPS.  However,  in  the  following  three  years.  Medicare 
operating  costs  per  case  (not  adjiosted  for  inflation)  have  risen  9  to 
10  percent  per  year.  The  rate  of  increase  in  PPS  payments  per  case  (not 
adjusted  for  inflation)  has  declined  fron  about  10  to  4  percent  over  these 
3  years.  As  a  result,  Mediczire  operating  margins  have  declined  as  shewn  in 
Table  4.2. 

The  rate  of  increase  in  PPS  payments  per  case  is  largely  determined  by 
the  size  of  the  annual  i^xiate  factor  and  changes  in  the  CMI.  Both  factors 
have  contributed  to  the  decline  in  the  rate  of  increase  in  PPS  payments 
during  this  period.  By  law,  the  rates  were  adjusted  in  FY  1984  and  FY  1985 
so  that  total  payments  under  PPS  equalled  the  estimated  payments  that 
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would  have  been  made  under- TETPA.  Under  Public  Law  99-107  (the  Emergency 
Extension  Act  of  1985) ,  the  rates  were  frozen  at  FY  1985  levels  frcm  the 
beginning  of  FY  1986  until  May  1986.  Under  OOBRA,  they  were  increased  by 
0.5  percent  for  the  remainder  of  FY  1986.  Under  Public  Law  99-177  (Increasing 
the  Statutory  Limit  on  the  Public  Debt,  1985) ,  payments  were  also  subject  to  a 
1  percent  reduction  from  Mstrch  1986  thrcu^  the  remainder  of  FY  1986. 
OBRA  86  increased  the  FY  1987  rates  by  1.15  percent. 

The  cm  contributed  to  the  large  increase  in  revenues  in  the  first  PPS  yecir 
and  has  genersLLly  added  2  to  4  percentage  points  to  revenue  growth  in  the 
succeeding  yecurs.  The  FY  1984  index  was  approxirrately  9.5  percent  higher  than 
the  1981  CMI  used  to  initially  ccilibrate  the  system.  Hcwever,  slightly  over 
3  percent  of  this  increase  was  anticipated  (due  to  data  quality  and  coding 
inprovement)  and  offset  through  an  explicit  adjustment  to  remove  factors  such 
as  these  that  are  not  indicative  of  "real"  case  mix  change.  In  the  next 
3  years,  increases  of  4.3,  2.8,  and  2.4  percent  occurred.  Data  on  variation  in 
case  mix  change  appecu:  in  Table  4.3. 

Significant  cost  reductions  occurred  during  the  first  PPS  year.  The 
ccBfnbination  of  a  ho^itcLL  mcirketbasket  increase  of  4.9  percent  for  that  yecir 
plus  a  5.2  percent  decline  in  discharges  could  have  possibly  led  to  as  much  as 
a  10.1  percent  increase  in  Medicare  operating  cost  per  case.   Instead, 

♦Declining  discharges  (admissions)  create  the  potentieil  for  cost  reductions, 
but  will  increase  cost  per  case  if  cost  reductions  are  either  not  made  or  lag 
behind  discharge  declines.  If  discharges  decline  5.2  percent  and 
corresponding  cost  reductions  are  not  made  in  that  time  period,  then  cost  per 
case  would  rise  ^proximately  5.2  percent.  Of  course,  the  assumption  that  no 
cost  reductions  aoccnpany  discharge  declines  siirplistically  treats  all  costs 
as  fixed.  The  assurrption  is  used  in  the  discussion  as  a  way  of  gauging  the 
possible  roles  of  various  factors  that  affect  cost  per  case.  It  should  also 
be  noted  that  v^iile  the  causes  of  admission  declines  since  PPS  are  not  fully 
understood,  there  is  evidence  that  increased  stringency  of  FRO  review  was  an 
inportant  factor  that  happened  to  coincide  with  the  iirplementation  of  PPS. 
Admission  declines  do  not  appear  to  have  been  attributable  to  PPS.  Indeed, 
as  discussed  in  previous  reports,  PPS  provides  a  financial  incentive  to 
increase  admissions. 
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Mediccire  operating  cost  per  ccise  rose  only  1.7  percent  in  the  first  PPS 
yecir.  The  well-documented  pattern  of  declines  in  length  of  stay,  reductions 
in  enplqyinent,  cind  shifts  of  care  to  the  ambulatory  and  post-acute  settings 
c^jpeeir  to  be  responsible  for  this  result.  In  the  second  PPS  year,  the 
narketbasket  rose  about  4.0  percent  and  discharges  declined  another 
6.1  percent.  Together  these  factors  could  possibly  have  led  to  cis  much  as  an 
10.1  percent  increase  in  Medicare  operating  cost  per  case.  The  Medicare  CMI 
rose  4.3  percent,  althoui^  hew  much  of  this  increase  r^resented  increased 
patient  resource  requirements  (and  hence  higher  costs)  is  not  clear. 
Nevertheless,  Medicare  operating  cost  per  case  rose  9  percent,  which  irrplies 
that  savings  may  have  been  achieved  in  the  second  year. 

In  the  third  and  fourth  PPS  years,  no  additional  cost  savings  appear  to 
have  been  achieved.  Medicare  operating  cost  per  case  continued  to  increase 
about  9  percent  each  year,  although  input  prices  increased  less  rapidly 
(3.0  and  3.5  percent)  and  discharges  fell  less  rapidly  (3.6  percent  and 
1.1  percent) .  These  factors  could  account  for  no  more  than  6.5  and 
4.6  percentage  points  of  each  year's  increase.  Case  mix  increases,  although 
Icwer  than  in  the  FY  1985  (2.8  and  2.4  versus  4.3  percent)  may  have 
contributed  more  to  cost  pressures  than  in  previous  years.  Recent  work  at 
the  Rand  Corporation  (Carter,  1989)  suggests  that  about  two-thirds 
(1.6  percentage  points  of  the  2.4  percent)  of  the  increase  in  the  CMI  between 
FY  1986  and  FY  1987  was  "real,"  that  is,  related  to  increased  patient 
resource  requirements. 

Ihe  Rand  estimate  was  c±rtained  after  accounting  for  the  effects  of 
changes  in  the  CRG  classifications  (7  percent)  and  changes  in  coding 
standards  and  procedures  (26  percent) .  One  caveat  regarding  these 
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results  is  that  Remd  was  unable  to  look  beyond  the  information  recorded  in 
the  medical  record  to  determine  v*iether  medical  record  practices  might  also 
be  a  source  of  increase  in  the  CMI.   (If  hospitals  record  more  corplete 
information  in  the  medical  record  over  time,  the  CMI  will  tend  to  increase. 
Such  increases  will  not  be  identified  cis  due  to  coding  changes.) 

Qianges  in  hospital  behavior  may  cilso  have  played  a  role  in  the  Yilgh. 
rates  of  increase  in  the  third  and  fourth  PPS  years.  The  hypothesis  (as 
described  by  the  Prospective  Payment  Assessment  Ccnmission  (ProPAC) ,  (1988) 
is  that: 

"During  the  early  yecirs  of  PPS,  hospitals  overall  were  in  a  strong 
financial  position,  partly  because  they  held  dcwn  costs  during  the  first 
year.  As  a  result,  pressure  iitposed  by  PPS  for  further  cost  reductions 
may  have  lessened.  Althoui^  hospitals  can  always  increase  margins  by 
reducing  costs  under  PPS,  they  may  mate  trade-offs  between  maximizing 
margins  and  other  goals  associated  with  providing  the  most  up-to-date 
medical  care.  In  particular,  hospitals  may  not  have  continued  pressuring 
their  medical  staffs  to  eliminate  using  services  of  questionable  value. 
Ihey  may  also  have  been  more  rec^itive  to  medical  staff  requests  to  add 
new  diagnostic  and  therapeutic  capabilities." 
later  in  this  ch^xter,  sane  enpiriccil  tests  of  this  hypothesis  are  discussed 
(Hospital  Responses  to  Fisceil  Pressure) .  The  research  (Hadley  et  al.)  lends 
some  support  to  the  hypothesis,  but  since  it  is  based  primarily  on 
cross-sectioncil  corparisCTis  of  hospitals  under  greater  or  lesser  financial 
pressure,  it  may  not  eiq)lain  the  time  series  changes  in  aggregate  costs  per 
Ccise  described  above.  Also  there  is  a  discussion  of  research  on  trends  in 
capital  expenditures  and  the  inpact  of  PPS  on  the  diffusion  of  new 
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medical  technology.  The  results  of  this  research  are  generally  consistent 
with  the  view  expressed  above  by  ProPAC.  Expenditures  for  movable  equipment 
appear  to  be  expanding  r^idly,  and  PPS  appears  to  have  had  no  discernible 
daiipening  effect  on  the  spread  of  new  technology. 

Variation  in  PPS  Experience  of  Different  Hospital  Groups 
Uie  aggregate  trends  described  in  the  preceding  sections  mask 
considerable  variation  in  the  PPS  experience  of  different  groi:^  of 
hospitals.  The  -variation  in  PPS  operating  margins  was  described  in  the 
1986  Iirpact  R^XDrt  and  is  updated  here  with  data  for  the  third  and  fourth  PPS 
years.  Overall  the  story  is  a  familiar  one.  The  median  Medicare  operating 
margin  (50th  percentile)  and  the  percent  of  hospitals  with  positive  margins 
declined  sharply  frcm  PPS-1  to  PPS-3  as  shewn  in  Table  4.4. 

Table  4.4  also  shews  that  there  has  been  wide  variation  in  hospital 
performance  under  PPS  throui^  PPS-4.  Hospitals  in  the  90th  percentile  have 
had  very  hi^  margins  throu^  every  year  of  PPS.  In  contrast,  the  margins  of 
hospitals  in  the  10th  percentile  have  declined  sharply  during  this  period. 

Virtually  withoit  exc^ition,  the  groups  displayed  in  Tables  4.5  and  4.6 
followed  the  pattern  of  all  hospitals:  All  saw  their  PPS  margins  decline  in 
years  3  and  4  compared  with  years  1  and  2.  Other  familiar  urban-rural  and 
hospitcil  size  patterns  cilso  appear.  Scare  caution  should  be  applied  in 
interpreting  Table  4.5  because  the  PPS-4  data  are  available  for  only  about 
60  percent  of  the  hospitals.  To  address  the  potential  effects  of  varying 
nuntoers  of  hospitals  over  time,  Table  4.5  contains  the  maximum  number  of 
hospitals  for  v*iich  data  are  available  in  each  year.  Massachusetts  and 
New  York  ho^itals  first  appear  in  the  PPS-3  year.  Table  4.6  presents  the 
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same  information  for  the  3,225  hospitcils  for  whan  cxjst  r^xjrt  data  are 
available  from  the  TEFBA  year  throu^  the  PPS-4  year.  Since  they  were 
excluded  frcm  PPS  until  PY  1986,  Table  4.6  contains  no  hospitals  in 
Massachusetts  and  New  York. 

The  discussicxi  that  follows  hi^ilights  the  e^^jerience  of  three  groups  of 
hospitcils,  beginning  with  major  teaching  hospitals,  most  of  which  are  urban. 
Ihen  urban  teaching  and  di^rcportionate  share  hospitals  (DSHs)  are 
discussed.  Disprcportionate  share  payments  were  introduced  in  May  1986,  and 
fY  1987  (rou^y  equivalent  to  PPS-4)  is  the  first  full  year  of 
disprcportionate  shcire  payments.  Finally,  the  situation  of  rural  hospitals 
is  reviewed  in  scroe  detail. 
Manor  Teaching  Hospitals 

This  group  of  hospitcils  (teaching  hospitals  with  resident-to-bed  ratios 
greater  than  .25)  have  ccxTsistently  displayed  hi^ier  PPS  margins  than  any 
other  group  identified  in  Tables  4.5  and  4.6.  They  also  have  proved  much 
more  resistant  to  declines  in  PPS  margins  than  other  hospital  groL^js  even 
thou^  indirect  mediccil  education  (IME)  payments  were  reduced  in  1986  (see 
the  discussion  in  the  secticxi  that  follows) .  Their  margins  declined  from  the 
18-20  percent  range  fran  PPS-1  to  PPS-3  to  about  12-14  percent  in  PPS-4. 
Several  factors  may  have  played  a  role,  including  belcw  average  rates  of 
increase  in  cperating  cost  per  case,  higher  than  average  case  mix  increases 
(see  Table  4.3) ,  and  the  fact  that  about  one-half  of  the  major  teaching 
hospitals  are  also  DSHs. 
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Urban  Teaching  and  DSHs 

In  COBRA,  Congress  reduced  IME  payments  and  introduced  "disproportionate 
share"  payments,  in  an  attempt  to  provide  additional  compensation  to 
hospitals  that  serve  a  relatively  large  number  of  lew  inccme  patients.  The 
measure  of  disproportionate  share  adopted  was  a  combination  of  two  proxy 
measures  for  a  hospital's  lew  income  patient  load:  the  prcportion  of  a 
hospital's  Medicare  days  provided  to  beneficiaries  eligible  for  Sii^plemental 
Security  Incone,  and  the  prcportion  of  a  hospital's  total  days  prxrivided  to 
Medicaid  recipients.  COERA  also  contained  system  savings  and  budget 
neutrality  conditions  related  to  the  IME  and  DSH  provisions,  though 
they  have  no  direct  bearing  on  the  current  discussion. 

Tables  4.5  and  4.6  contain  information  about  the  effects  of  these  COERA 
provisions  on  PPS  operating  margins,  classifying  hospitals  according  to 
vtiether  they  receive  one  or  the  other,  both,  or  neither  IME  nor  DSH 
payments.  As  expected,  the  tables  indicate  that  in  PPS-1  and  PPS-2  teaching 
hospitals  had  higher  PPS  margins  than  did  nonteaching  hospitals.  Little 
difference  is  evident  between  the  hospitcils  that  would  later  receive  DSH 
payments  and  those  that  would  not.  Ihen  in  PPS-3  and  even  more  in  PPS-4  the 
effect  of  DSH  payments  beccaones  evident  as  the  differences  between  the  margins 
of  DSH  and  non-DSH  hospitals  widen.  In  PPS-4,  the  spread  between  the  margins 
of  hospitals  receiving  neither  IME  nor  DSH  payments  and  those  receiving  both 
IME  and  DSH  payments  is  from  about  1  percent  for  the  former  to  between  9  and 
11  percent  for  the  latter.  Among  teaching  hospitals,  the  difference  between 
ho^itals  with  and  without  DSH  payments  is  about  3-4  percentage  points  (about 
6-7  percent  versus  9-11  percent) .  Among  nonteaching  hospitals,  the  spread  is 
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frcm  about  1  percent  for  non-DSH  hospitals  to  slightly  more  than  5  percent 
for  DSH  hospitals. 

The  DSH  adjustment  Wcis  founded  on  the  assuitption,  and  sane  enpiriccd 
evidence,  that  urban  DSH  hospitals  had  higher  Medicare  c^serating  cost  per 
case  than  non-DSH  hospitals.  Ihe  underlying  logic  was  that  lov-inccxne 
patients  have  above  average  resource  requirements  that,  under  Medicare  cost 
accounting  rules,  tend  to  increase  the  Medicare  operating  cost  per  case.  The 
margins  discussed  here  indicate  that,  on  average,  DSHs  are  being  coipensated 
in  excess  of  any  effect  that  disprtportionate  share  payments  may  have  on 
their  Medicare  operating  costs.  Further,  they  are  being  ccBipensated 
relatively  generously  ca:rpared  to  non-DSHs. 
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Rural  Hospitals 

Tables  4.5  and  4.6  repeat  familicir  information  about  the  relative  PPS 
nargins  of  urban  and  rural  hospitals.  From  the  outset,  urban  PPS  margins 
were  about  double  those  of  rural  hospitals  cind,  throu<^  PPS-4,  a  significant 
differenticil  persisted.  For  the  cohort  of  hospitals  included  in  Table  4.6, 
Table  4.7  presents  percentage  changes  in  PPS  payments  per  case,  Medicare 
operating  cost  per  case,  and  key  variables  that  affect  payments  and/or  costs 
in  an  effort  to  shed  more  li^t  on  the  PPS  experience  of  rural  hospitals. 

A  coipcirison  of  the  rates  of  increase  in  PPS  payments  per  case  and 
Medicare  operating  cost  per  case  shews  that  the  initial  difference  in  margins 
resulted  from  the  fact  that  urban  hospitals  ejqserienced  twice  cis  rapid  an 
increase  in  PPS  payments,  ccnpeired  to  their  TEFRA  year,  as  did  rural 
hospitals  (17.6  percent  versus  8.7  percent.)  Ihe  first  year  rates  of 
increase  in  cost  per  Ccise  were  essentially  the  same  (1.5  percent.) 

The  differential  increase  in  PPS  payments  can  be  accounted  for  by  the 
difference  between  the  urban  and  rural  standard  payment  amounts  and 
differential  case  mix  grcwth  between  urban  and  rural  hospitals.  PPS  payments 
per  case  rose  more  rapidly  for  urban  than  for  rural  hospitals  until  PPS-4 , 
when,  under  OOBRA,  the  method  of  financing  outlier  payments  was  changed. 
Ihis  change  reduced  the  urban-rural  difference  in  standard  payment  amounts 
and  resulted  in  a  relative  gain  in  rural  payments  per  case  of  about 
1.7  percentage  points.  Prior  to  FY  1987,  both  rural  and  urban  rates  were 
reduced  by  ^proximately  5  percent  to  fund  outlier  payments.  Since  urban 
hospitals  were  ejqjected  to  receive  more  than  5  percent  in  outlier  payments, 
compared  to  onLy  2-3  percent  for  rural  hospitals,  rural  hospitals  were 
clearly  disadvcintaged  by  this  method  of  financing  outlier  payments, 

case  mix  grcwth  also  contributed  to  the  more  rapid  grcwth  of  urban 
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payments  per  case.  Ihe  CMI  has  cxjnsistently  risen  more  r^idly  for  urban 
than  for  rural  hospitals  during  the  PPS  years.  In  PPS-1,  the  CMI  was  already 
13  percent  hi^er  for  urban  than  for  rural  hospitals.  Cumulatively,  by 
PPS-4,  the  CMI  of  urban  hospitals  had  risen  8.7  percent  versus  6.1  percent 
for  the  CMI  of  rural  hospitals.  As  a  result  of  all  dnarges   affecting 
payments,  between  the  TEIFRA  and  the  PPS-4  years,  PPS  operating  revenue  per 
case  rose  about  9  percentage  points  faster  for  urbcin  than  for  rural  hospitals 
(37.3  versus  28.4  percent.)  However,  as  Table  4.7  indicates,  virtually  all 
of  this  difference  occurred  in  the  PPS-1  year. 

On  the  cost  side,  over  the  4  PPS  years  Medicare  operating  cost  per  case 
rose  less  rapidly  for  rural  hospitals  than  for  urban  hospitals  (31.7.  percent 
versus  33.5  percent.)  This  occurred  despite  the  fact  that  Mediccire 
discharges  declined  much  more  rapidly  for  rurcLL  than  for  urban  hospitals.* 
In  each  year,  the  decline  for  rurcil  hospitals  was  substantially  greater  than 
for  urban  hospitals.  Further,  rural  hospitals  made  greater  r-eductions  in 
length  of  stay  in  the  first  2  PPS  years.  For  the  cohort  of  hospitals  in 
Table  4.7,  length  of  stay  changed  very  little  for  either  urban  or  rural 
hospitals  in  PPS-3  or  PPS-4.  These  facts  suggest  that  rural  hospitals 
achieved  greater  cost  restraint  during  this  period  than  did  urban  hospitals. 
The  "fiscal  pressure"  hypothesis  cited  above  (and  discussed  further  below) 
is  consistent  with  this  finding. 

Concern  about  urban-rurcil  differentials  in  PPS  has  existed  from  the 
outset.  In  the  original  PPS  legislation.  Congress  mandated  the  Department  to 


*0f  course,  had  rural  hospitals  ejqjerienced  less  rapid  declines  in 
discharges,  their  rate  of  increase  in  Medicare  c^jerating  cost  per  discharge 
mi(^t  have  been  lower  than  it  was.  In  turn,  their  margins  would  have  been 
hi(^er  and  the  difference  between  the  mcirgins  of  urban  and  rurcil  hospitals 
would  have  been  smaller. 
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study  the  s^iarate  urban  and  rural  payment  rates  and  related  issues. 
Subsequent  legislation  added  to  the  list  of  r^xarts  required  on  urban-rural 
issues.  The  Depstrtment  addressed  all  these  issues  in  the  1987  Report  to 
Congress,  "Studies  of  Urban-Rural  and  Related  Geograj^iical  Adjustments  in  the 
Medicare  Prospective  Payment  System."  The  r^xDrt's  conclusion,  that  the 
changes  made  to  the  PPS  payment  structure  since  1987  have  essenticilly  removed 
systematic  biases  against  rural  hospitals  cis  a  group,  is  still  Vcilid.  Ihese 
changes  consist  primarily  of  the  establishment  of  s^sarate  urban-rural 
outlier  offsets,  case  wei^ted  payment  rates,  ccaipletion  of  the  transition  to 
national  rates,  and  differential  i:5xiate  factors.  Furthermore,  HCFA  has  made 
the  qualifying  criteria  and  payment  methods  for  sole  canmunity  hospitals  more 
liberal.  Ihe  D^artment  will  also  submit  to  Congress  a  legislative  prc^osal 
for  the  elimination  of  separate  standardized  payment  amounts  for  urban  and 
rural  hospitals  as  mandated  by  P.L.  101-239  (OERA  1989) . 

Hcwever,  there  is  considerable  evidence  indicating  that  changes  in  the 
PPS  payment  formula  will  not  solve  the  problems  of  many  rural  hospitals. 
HCFA- funded  reseetrch  (Hendricks  et  al.,  1988)  suggests  that  today's  prc±)lems 
of  rural  hospitals  are  not  new.  Declining  occupancy  rates  and  reduced 
patient  revenues,  constrained  resources  for  capital  financing,  rapid 
technological  change  and  increasingly  coitplex  medical  services,  and  shortages 
of  health  professionals  all  have  been  pointed  to  as  reasons  for  the  problems 
of  rural  hospitals  since  the  1970 's. 

Hendricks  et  al.  concluded  that,  under  PPS,  iipatient  utilization  trends 
have  played  a  major  role  in  determining  the  performance  of  both  urban  and 
rural  hospitals.  Not  surprisingly,  hospitals  experiencing  large  declines  in 
discharges  between  1983  and  1986  are  in  relatively  poor  financial  condition, 
regardless  of  the  measure  of  profitability  chosen  (Medicare  margin,  total 
operating  margin,  or  total  mcirgin) . 

Volume  declines  pose  a  larger  problem  for  rural  than  for  urban  hospitals. 
According  to  Hendricks  et  al.,  54  percent  of  the  rural  hospitals  they 
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analyzed  had  discharge  declines  in  excess  of  20  percent  frcm  1983  to  1986, 
conpared  to  37  percent  of  the  urban  hospitals.  Over  the  sane  period,  rural 
occupancy  rates  fell  frcm  an  average  of  54  percent  to  less  than  40  percent. 

Hendricks  et  al.  also  found  that  increcises  in  total  cost  per  discharge 
were  strongly  related  to  discharge  declines.  Hospitals  with  discharge 
declines  in  excess  of  40  percent  ejqDerienced  a  3-year  rate  of  increase  in 
cost  per  discharge  of  95  percent,  conpared  to  less  than  3  percent  for 
hospitals  v^ose  discharges  increased  by  more  than  20  percent. 

Hospitals  with  occxapancy  rates  belcw  25  percent  in  1983  saw  total  cost 
per  discharge  rise  almost  80  percent  over  the  3-year  period,  canpared  to  less 
than  30  percent  for  hospitals  with  occu^jancy  rates  over  65  percent. 
Hendricks  et  al.  made  preliminary  estimates  attributing  60  to  70  percent  of 
the  overall  increase  in  rural  hospitals'  total  cost  per  discharge  to  the 
decline  in  occupancy  rates.  Discharge  declines  also  appear  to  have 
contributed  directly  to  hospital  closures  in  the  post-PPS  period.  Further 
discussion  of  hospital  closures  is  found  later  in  this  chapter. 

The  D^jartment  recognizes  that  rural  hospitals  must  remain  capable  of 
providing  hi(^  quality  health  care  to  Medicare  beneficiaries.  As  authorized 
by  P.L.  100-203,  HCFA  has  made  grants  available  under  the  Rural  Health  Care 
Transition  Grants  Program.  This  grant  program  is  intended  to  assist  small, 
rural,  nonprofit  hospitals.  Funding  under  the  grant  program  will  support 
participating  hospitals  in  planning  and  iitplementing  projects  to  assist  the 
hospitals  in  adapting  to  significant  changes  in  their  c^serating 
environments.  These  may  include  changes  in  the  demand  for  different  types  of 
services,  changes  in  peculations  served  by  the  hospitals,  or  changes  in  the 
hospitcils'  ability  to  provide  ajprcpriate  staffing. 
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As  a  subsequent  part  of  the  same  HCFA  project,  CHPS  conducted  a  followi^j 
study  in  vAiicti  it  analyzed  two  cx*iorts  of  hospitals:  hospitals  entering 
their  first  PPS  year  in  FY  1985  and  hospitals  in  their  second  PPS  year  in 
FY   1985.  Consistent  with  its  earlier  findings,  CHPS  found  that,  within  each 
cohort,  hospitals  under  the  most  fiscal  pressure  constrained  costs  per  case 
and  length  of  stay  the  most  (Hadley  et  al.,  1988) .  Further,  hospitals  in 
their  second  PPS  year  that  ejqDerienced  an  increase  in  fiscal  pressure  in 
FY  1985  controlled  costs  and  length  of  stay  more  than  hospitals  in  the  same 
cdiort  that  experienced  a  decline  in  fiscal  pressure. 

Hospitals  in  their  second  PPS  year  did  not  control  costs  and  length  of 
stay  as  much  as  they  had  in  the  previous  year.  One  explanation  may  be  that 
the  overall  decline  in  fiscal  pressure  between  FY  1984  and  FY  1985  that 
resulted  from  the  hi^  first  year  PPS  margins  contributed  to  the  jurp  in  the 
rate  of  increase  in  ffedicare  cperating  cost  per  case  in  1985  (Table  4.2) . 

Abt  Associates,  also  with  HCFA  funding,  conducted  a  pair  of  closely, 
related  studies.  Ihe  first  of  these  studies  was  patterned  on  the  first  year 
CHPS  study,  but  was  based  on  Medicare  cost  report  data  rather  than  AHA  data 
(Merrill,  1988) .   Hospitals'  e3q)eriences  in  their  first  PPS  year  were 
ccarpared  without  regard  to  the  Federal  fiscal  year  in  v*iich  they  occurred. 
The  results  were  similar  to  those  of  the  CHPS  study:  Hospitals  under  greater 
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fiscal  pressure  in  their  first  PPS  year  constrained  their  costs  more  than  did 
hospitals  under  less  fiscal  pressure.  The  studies  disagree  in  their 
interpretation  of  the  behavior  of  hospitals  under  the  least  fiscal  pressure. 
Feder  et  al.  concluded  that  these  hospitals  did  not  exhibit  significant  cost 
restraint  in  going  from  TEFRA  to  PPS.  Merrill  argues  that  there  was  a 
restraining  effect  of  PPS  for  these  hospitals. 

The  second  Abt  study  examined  hospitals'  responses  to  fiscal  pressure 
frcam  their  TEFRA  year  throu^  their  third  PPS  year  using  a  conbination  of 
^fedicare  cost  report  and  AHA  data  (Mennemeyer,  1988) .  In  addition  to  having 
1  more  year  of  data  than  the  other  studies,  this  study  adopted  a  longer  run 
approach  to  fiscal  pressure.  Fiscal  pressure  was  measured  in  terms  of  the 
ejqjected  effect  of  PPS  once  national  payment  rates  were  fully  phased  in. 
Consistent  with  the  other  studies,  Mennemeyer  found  that,  over  the  first 
3  PPS  years,  hospitals  achieved  greater  reductions  in  length  of  stay  and 
Icwer  rates  of  increase  in  cost  per  case  the  greater  the  fiscal  pressure  they 
were  expected  to  experience  over  the  period.  In  contrast  to  Hadley  et  al. , 
rfennemeyer  does  not  atteirpt  to  relate  changes  in  fiscal  pressure  to  changes 
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in  the  rate  of  increase  in  cxDst  per  case  over  the  3  year  period.  This 
difference  probably  is  a  reflection  of  their  different  perspectives  on  fiscal 
pressure.  Whereas  Hadley  et  al.  measured  fisccil  pressure  annually, 
Mennemeyer  used  the  same  long  run  measure  for  the  entire  3  year  period. 

In  surtmary,  aill  of  these  studies  provide  SL^port  for  the  hypothesis  that, 
cross-sectionally,  fisccil  pressure  exerts  a  cost  constraining  effect  on 
hospitcil  behavior.  However,  only  Hadley  et  al.  attenpt  to  draw  conclusions 
about  the  effects  of  changes  in  fiscal  pressure  on  hospital  behavior  over 
time.  Iheir  time  series  results  are  su^estive,  but  hardly  conclusive.  The 
chief  concern  is  whether  the  measure  of  f  isccil  pressure  is  picking  143  the 
effect  of  other  factors  that  may  overstate  the  extent  of  hospitals'  Responses 
to  fiscal  pressure.  Transitory  unanticipated  fluctuations  in  discharges 
could  produce  such  an  effect  because  of  their  potential  iirpact  on  the  key 
variables:  costs  per  case,  margins,  and  length  of  stay.   Further  research 
is  needed  to  clarify  the  extent  to  vdiich  fisccil  pressure  affects  hospital 
behavior. 

*An  unanticipated  decline  in  a  hospital's  discharges  will  increase  (decrease) 
the  prctoability  that  a  hospital  is  classified  as  being  under  great  (little) 
fiscal  pressure:  such  a  decline  will  increase  (ease)  i^Xf^/ard  pressure  on  the 
hospital's  cost  per  case  and  tend  to  decrease  (iirprove)  its  margin.    Length 
of  stay  is  also  likely  to  be  affected  by  these  fluctuations  in  discharges, 
rising  v*ien  discharges  fall  and  fcLLling  vdien  discharges  increase.  The  result 
is  that  the  group  of  hospitals  measured  as  being  under  great  (little)  fiscal 
pressure  will  include  hospitals  that,  in  the  year  fiscal  pressure  was 
measured,  eiqjerienced  transitory,  unanticipated  discharge  declines 
(increases) .  Their  inclusion  will  tend  to  raise  (reduce)  the  group's  length 
of  stay  and  costs  per  case.  If  in  the  follcwing  year,  discharges  return  to 
more  normal  levels,  the  response  variables  (length  of  stay  and  cost  per  case) 
will  tend  to  change  in  accord  with  the  f  isccd  pressure  hypothesis  solely 
because  of  the  change  in  discharges.  The  hospitcils  that  were  classified  as 
being  urrier  fiscal  pressure  because  of  their  unanticipated  decline  in 
discharges  are  likely  to  experience  a  decline  in  length  of  stay  and  a  lower 
rate  of  increase  in  cost  per  case.  Accordingly,  the  hospitcils  that  were 
clcissified  cis  being  under  little  fiscal  pressure  because  of  their 
unanticipated  increase  in  discharges  are  likely  to  experiersr.'e  .m   increase  in 
length  of  stay  and  a  hi<^er  rate  of  increase  in  cost  per  case. 
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Charges  In  Hospital  Organization  And  Management  Stxatecries 

The  changes  in  utilization  and  financia  status  described  earlier 
occurred  within  the  context  of  several  other  ciianges  in  management  practices 
and  strategies,  sane  of  \^iich  eire  linked  to  PPS  incentives.  In  contrast  with 
the  globcil  review  of  changes  in  management  practices  in  last  year's  r^»rt, 
this  section  will  review  changes  in  hospital  ertployment,  grcwth  of 
moltihospital  systems  (MHS) ,  and  hospital  status  changes. 
Hospitcil  Employment 

One  of  the  most  rapid  adjustments  by  hospitals  in  response  to  PPS  was  to 
sharply  cut  enployment,  decrease  wages,  and  enrich  the  skill  mix  of  the 
hospital  labor  force.  AHA  Panel  Survey  data  shew  that  FTE  hospital 
eirployment  increased  0.3  percent  in  1986  and  0.7  percent  in  1987.  Hcwever, 
errployment  grcwth  has  been  centered  in  outpatient  care  units  as  inpatient 
eirployment  declined  1.4  percent  in  1986  and  0.7  percent  in  1987.  Full  time 
personnel  have  only  increased  0.3  percent  in  1986  and  0.4  percent  in  1987 
v*iile  part-time  personnel  have  increased  0.7  percent  in  1986  and  2.3  percent 
in  1987  (ProPAC,  1988) . 

Hospitals  have  increased  the  prcportion  of  Registered  Nurses  (RNs)  on 
staff  during  PPS,  despite  decreasing  hospital  utilization  during  this 
period.  RNs  have  not  only  r^laoed  less  skilled  licensed  practical  nurses 
and  cincillary  nursing  staff,  but  have  also  replaced  other  specicilized 
professiored  and  non  professional  staff  (CHHS,  1988) . 

As  The  Secretary's  Oonmission  on  Nursing  (EHHS,  1988)  noted,  the  percent 
of  FN  vacancies  increased  from  4.4  percent  in  1983  to  11.3  percent  in  1987. 
Althcu^  there  is  a  shortage  of  new  RNs  graduating  frcm  nursing  schools, 
25,000  new  RNs  were  added  to  the  hospital  labor  force  in  1986.  Clearly  the 
demand  for  RNs  has  greatly  outpaced  supply. 
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Labor  expenses,  average  salary  and  benefits  per  FIE  all  declined  sharply 
during  the  initicd  years  of  PFS  but  have  cill  increased  in  1987.  Itiis  is 
partially  due  to  the  shift  to  a  more  skilled  labor  force. 
MHSs 

Mentership  in  MHSs  potentially  offers  hospitcils  iirproved  access  to 
capital,  econcanies  of  scale,  the  ability  to  diversify,  inproved  personnel 
management,  and  better  planning  due  to  greater  environmenteil  stability  and 
control  (Ermann  and  Gabel,  1984) .  Because  many  of  these  benefits  would 
facilitate  econcaniccLL  management  under  PPS,  Hecilth  Econcmics  Research  (HEK) 
under  contract  to  HCFA  examined  the  effects  of  MHS  membership  during  PPS 
(Hendricks  et  al.,  1988a). 

The  HER  study  found  that  MHS  membership  increcised  modestly  from 
33  percent  of  short  term  hospitals  in  1982  to  40  percent  in  1986.  The 
demographics  of  MHS  hospitals  changed  little  during  PPS.  One-half  of  MHS 
hospitcils  were  located  in  the  South.  Urban,  prcprietcoy,  religious,  and 
teaching  hospitals  were  more  likely  to  be  MHS  members.  During  PPS,  MHS 
membership  increased  slightly  among  rural  and  Government  hospitals. 
Prcprietary  chains  cxxrprised  only  34  percent  of  MHS  meaoiers  in  1982  and  only 
31  percent  in  1986.  Many  MHSs  were  nonprofit  and  locally-based  (Hendricks  et 
al . ,  1988a) . 

MHS  merrtoers  appear  to  have  responded  more  strongly  to  PPS  incentives  than 
nonmerrtoers.  MHS  members  reduced  beds  by  12.7  percent,  admissions  by 
20.2  percent  and  length  of  stay  by  9.4  percent  frcm  TEFBA  to  PPS-3  conpared 
to  8.7  percent,  12.5  percent  and  6.3  percent,  respectively,  for  nonmembers. 
MHS  members  may  have  had  more  flexibility  in  decreasing  volume  since  their 
facilities  were  larger  in  both  years.  Ihe  percentage  of  Medicare  admissions 
was  similar  in  MHS  member  and  nonmentoer  hospitals  and  declined  only  sli^tly 
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cJuring  PPS. 

Pre-PPS  corparisons  of  MHS  member  and  nonmember  costs  per  case  found 
higher  costs  in  MHS  hospitals  (Coyne,  1982;  Levitz  and  Brooke,  1985). 
Hendricks  et  al. ,  (1988a)  found  that  Medicare  cost  per  case  was  18  percent 
hi^er  in  MHS  hospitals  in  TETPA  and  12  percent  hi<^er  in  PPS3.  These  cost 
differences  may  be  due  to  provision  of  more  intense  care  in  MHS  hospitals 
(Ermann  and  Gabel,  1984).  Ihe  decline  in  differences  during  PPS  suggests 
convergence  to  a  national  average  cost  per  case,  and  that  membership  in  an 
MHS  may  have  been  characteristic  either  of  expensive  hospitals  and/or  of  a 
need  to  reduce  costs. 

Medicare  cost  per  case  in  MHS  hospitals  increased  only  17  percent  fran 
TEEE^  to  PPS-3  caipared  to  23  percent  for  nonmembers.  This  was  not  due  to 
case  mix  differences  since  the  Medicare  CMI  was  the  same  for  MHS  and  non-MHS 
hospitals  in  both  TEFRA  and  PPS3. 
Changes  in  Hospital  Status 

HCTA-funded  research  by  HER  examined  hospitals  that  changed  their  acute 
care  status  during  the  1980s  (Hendricks  et  al.,  1988) .  Of  the  various  types 
of  changes,  hospital  closures  have  attracted  the  most  attention  because  of 
the  potenticil  consequences  for  access  to  acute  care,  especially  in  rural 
areas.  In  addition  to  closures,  the  HER  r^xDrt  included  hospitals  that 
cpened,  merged  with  other  acute  care  facilities,  split  into  two  or  more  acute 
care  hospitals,  became  nonacute  care  facilities,  or  changed  frcm  nonacute  to 
acute  care  status. 

Data  on  status  changes  were  ctotained  frcm  the  AHA  frcm  a  file  abstracted 
frcm  the  AHA  Annual  Survey.  HER  performed  ind^jendent  verification  of  some 
status  changes  by  contacting  State  licensing  agencies.  Ihese  data  were  also 
compared  with  similar  data  on  status  changes  maintained  by  Abt  Associates, 
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Inc.  (also  obtained  from  the  AHA)  and  found  to  be  similar.  Hendricks  et  al. 
determined  that  the  HER  data  were  similar  to  data  for  the  same  period 
previously  reported  by  the  AHA  (Mullner  and  McNeil,  1986) . 

Mergers,  openings,  and  closures  were  the  most  inportant  types  of  changes 
during  PPS.  Since  few  hospitals  changed  to  or  from  acute  care  status  from 
1981  to  1986,  the  following  sections  will  review  trends  in  mergers,  openings, 
and  closures. 

Mergers.  Ihe  HER  study  documented  only  23  post-PPS  mergers,  an  increase 
of  35  percent  from  the  17  mergers  from  1981  to  1983.  Nearly  90  percent  of 
these  mergers  were  among  nonprofit  hospitcils.  More  post-PPS  mergers  took 
place  among  urban  hospitals  than  rural  hospitals  (Hendricks  et  al. ,  1988b) . 

Generally  urban  mergers  involved  one  large  hospital  and  one  small 
hospital  combining  to  form  one  hospital  with  500  or  more  beds.  Sixty-one 
percent  of  urban  mergers  from  1980  to  1986  produced  a  facility  with  500  or 
more  beds.  In  contrast,  roost  rural  mergers  involved  two  or  more  hospitals 
with  fewer  than  100  beds  joining  to  form  a  hospital  with  from  100  to  300 
beds.  In  many  cases,  these  mergers  represented  the  consolidation  of  two  or 
more  hospitals  within  the  same  county. 

Mergers  resulted  in  the  loss  of  almost  2  percent  of  ir^satient  beds  during 
PPS  and  tended  to  involve  hospitals  with  near  average  occupancy  rates.  Thus, 
merger  activity  apparently  did  not  often  involve  1cm  volume  hospitals. 

Mergers  did  not  appear  to  be  cost-reducing  in  the  short  run.  EXiring  the 

TEFRA  to  PPS-3  period,  hospitals  involved  in  mergers  had  an  approximately 

19  percent  greater  increase  in  totcil  operating  cost  per  case  during  this 

period  than  hospitals  with  no  status  changes  (Hendricks  et  al. ,  1988) . 

Merging  facilities  also  were  20  percent  more  costly  per  case  under  TEFRA  than 

hospitals  with  no  status  changes  during  this  period  and  were  Tram  34  to 

36  percent  more  costly  from  PPS-1  to  PPS-3.  These  trends  are  short  run  and 
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may  not  reflect  long  run -changes  in  financial  status  due  to  mergeirs. 

Market  share  also  did  not  appear  to  iirprove  after  inergers.  Market  share 
for  merging  urban  hospitals  did  not  change  after  merger  v^iile  market  share 
appeared  to  decline  after  merging  for  rural  mergers.  Possibly  many  patients 
in  areas  affected  by  rural  mergers  did  not  seek  care  at  the  newly-merged 
facility  but  at  urban  hospitals. 

Openings  and  Closures.  HER  found  that  hospital  openings  during  PPS  were 
coirparatively  few  in  number  (38)  conpared  to  pre-PPS  openings  (52) .  Openings 
often  were  proprietary  institutions  located  in  urban  areas  in  four  States 
(Louisiana,  Texas,  Florida,  and  California) . 

Many  opening  hospitals  had  low  occipancy  rates  in  their  first  year.  Like 
mergers,  opening  hospitals  had  hi(^er  costs  per  case  than  hospitals'  with  no 
change  in  status,  but  had  less  of  an  increase  in  cost  per  case  from  TEFE?A  to 
PPS-3  (Hendricks  et  al.,  1988). 

Ongoing  research  by  AHA  has  found  that  510  community  and  specialty 
hospitals  closed  between  1980  and  1987.  More  hospitals  (97)  closed  in  1987 
than  in  any  year  since  198Q.  At  least  40  hospitals  per  year  have  closed 
since  1984  (Mullner  et  al.,  1988) .  The  80  ccraraunity  hospitals  closing  in 
1987  r^resent  a  12.7  percent  increase  over  the  number  of  community  hospital 
closures  in  1986.  A  study  by  HER,  funded  by  HCFA,  found  similar  trends  in 
closures  from  1980  to  1985  (Hendricks  et  al.,  1988b). 

Althoo^  closures  of  v^ole  hospitals  appecir  to  be  the  most  viable 
solution  to  the  prt±ilem  of  declining  volume  (Cleverley,  1988) ,  closures 
resulted  in  only  a  1  percent  loss  in  beds  in  1986.  Only  a  relatively  small. 
percentage  of  beds  were  lost  to  closure  from  1980  to  1985  (Mullner  and 
McNeil,  1986). 

Only  a  few  States  have  had  a  large  number  of  closures.  Texas  had  the 

greatest  number  of  closures  in  both  1986  and  1987.  Many  of  these  were  rural 
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closures  (Mollner  et  al. ,  -1988)  .  Longitudinal  research  by  Mullner  and  McNeil 
(1986)  and  Hendricks  et  al.,  (1988)  found  that  some  areas  have  had 
consistently  nore  closures  over  time.  Texas,  California,  New  York,  and  the 
Midwest  have  had  more  closures  than  other  areas  since  1980.  These  States  are 
larger  than  average  and  have  more  hospitals  than  smaller  States.  However, 
these  States  do  not  appear  to  have  higher  ratios  of  beds  per  capita  than 
States  experiencing  fewer  closures. 

Since  1983,  rural  closures  have  represented  an  increasing  share  of  total 
closures  and  have  disproportionately  contributed  to  the  growth  in  total 
closures  during  PPS  (Hendricks,  1988) .  While  urtDan  hospital  closing  from 
1980  to  1985  did  not  represent  a  major  share  of  either  inpatient  admissions 
or  out-patient  visits  in  the  counties  where  they  were  located,  rural  hospitals 
closing  during  this  period  accounted  for  36  to  43  percent  of  county  inpatient 
admissions  and  for  40  to  48  percent  of  county  outpatient  visits  (Hendricks  et 
al.,  1988). 

Closures  tended  to  be  small  hospitals.  In  1987,  76.2  percent  of  closing 
conmunity  hospitals  had  less  than  100  beds  v^iile  only  three  hospitals  closing 
in  1987  had  200  or  more  beds.  The  typical  closing  community  hospital 
averaged  73  beds  (Mullner  et  al.,  1988) .  Small  hospitals  have  dominated 
community  hospital  closures  since  1980  (Mullner  and  McNeil,  1986) . 

Proprietary  hospitals  represented  43.8  percent  of  all  U.S.  community 

hospitals  closing  in  1987  and  have  had  hi<^er  rates  of  closure  from  1980  to 

1987  than  either  voluntary  or  Government  hospitals.  Proprietary  hospitals 

may  require  hi^er  operating  margins  to  remain  in  operation  since  they  cannot 

subsidize  operating  revenues  with  philanthrophy  or  tax  revenues.  Proprietary 

hospitals  also  may  be  able  to  close  more  quickly  than  voluntary  or  Government 

hospitals  (Hendricks  et  al.,  1988). 

From  1980  to  1985,  urban  closures  varied  in  size  from  very  small 
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facilities  under  25  beds  to  facilities  with  200  or  more  beds.  Urban 
hospitals  with  less  than  25  beds  were  the  most  overr^resented  among  closures 
and  lost  the  greatest  percentage  of  beds  of  any  size  group  during  this 
period.  Only  three  rural  closures  were  larger  than  100  beds  during  this 
period  (Hendricks  et  al.,  1988). 

Closing  hospitals  were  more  costly  per  Ccise  in  their  closing  year  than 
hospitals  that  did  not  change  status,  based  on  data  fron  Medicare  cost 
reports.  Closures  appear  to  be  due  to  increasing  cost  per  case  coupled  with 
declining  volume  (Hendricks  et  al.,  1988).  longitudinal  examination  of  cost 
and  volume  data  for  closures  is  required  to  verify  long-term  fiscal  pressure 
in  closing  hospitals. 

Almost  23  percent  of  the  rural  closures  frcm  1980  to  1985  were  the  sole 
providers  of  inpatient  care  in  their  counties  (Hendricks  et  al. ,  1988) . 
About  61  percent  of  these  rural  moncpoly  closures  had  fewer  than  25  beds. 
Most  of  these  closures  had  declining  occupancy  rates  and  negative  margins  for 
several  years.  Most  of  these  hospitals  appear  to  have  been  in  serious 
financial  trouble  prior  to  PPS  and  did  not  aj^jear  to  benefit  under  PPS. 

Hendricks  et  al . ,  were  unable  to  determine  the  access  iirplications  of 
rural  hospital  closures.  While  over  half  (52  percent)  of  these  counties  are 
adjacent  to  metrcpolitan  statistical  areas  (MSAs) ,  and  inspection  of  road 
maps  shewed  that  almost  all  are  near  cities  with  a  hospital,  actual  changes 
in  hospital  use  patterns  before  and  after  closure  were  not  determined. 

HCFA  is  currently  funding  research  at  The  Jcdms  Hcpkins  University  School 
of  Public  Health  examining  changes  in  inpatient  utilization  patterns  in  rural 
counties  v^ere  hospitals  have  closed.  This  study  will  examine  the  access 
inplications  of  rural  hospital  closures  for  county  residents  as  well  as 
spillover  effects  of  closures  in  adjacent  counties. 
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Impact  on  Capital  Expenditures 

In  cxjntrast  to  operating  e3^)enditures,  capital-related  expenditures  have 
continued  to  be  paid  on  a  reasonable  cost  basis  since  FY  1984.  Many 
observers  suggest  that  capital  expenditures  have  increased  during  PPS  at 
least  partially  because  the  "pass-through"  on  capital  iirplicitly  subsidizes 
capital  spending. 

P.L.  99-509  (OBRA  86)  reduced  capital  payments  by  3.5  percent  beginning 
in  FY  1987.  Fran  November  21,  1987,  throu^  December  31,  1987,  the  rate  of 
reduction  in  payments  was  increased  to  7  percent.  Sole  ccanmunity  hospitals, 
however,  were  exenpted  from  these  reductions. 

HER  analyzed  Medicare  cost  r^xDrt  data  on  hospital  inpatient  capital 
spending  from  TETOA  through  PPS-3  (Adamache,  1988.)  As  shown  in  Table  4.8, 
total  iipatient  capital  costs  increased  14.4  percent  annually  from  TEFRA  to 
PPS3.  Not  surprisingly,  given  the  decline  in  discharges,  total  inpatient 
capital  costs  per  case  increased  more  rapidly  (20.8  percent) .  Because 
Medicare's  share  of  total  days  and  discharges  fell  during  this  period, 
Medicare  inpatient  capital  costs  increased  scmevi^iat  less  rapidly  than  total 
inpatient  capital  costs  on  both  an  aggregate  and  a  per  case  basis 
(11.9  percent  and  18.3  percent  annually  versus  14.4  and  20.8  percent 
annually,  respectively) .  (Capital  costs  are  apportioned  to  Medicare  on  the 
basis  of  a  hospital's  Medicare  share  of  routine  days  and  ancillary  charges.) 

Capital  spending  has  cLLso  become  an  increasing  proportion  of  total 
hospital  ejqDenditures,  and  the  mix  of  depreciation  and  interest  has  changed. 
Adamache  (1988)  found  that  the  ratio  of  capital  to  total  cperating  costs 
increased  from  8.6  percent  in  the  TETOA  year  to  11.3  percent  in  PPS3. 
Increases  in  the  ratio  of  capital  to  operating  costs  also  were  found  by 
ProPAC  (1988)  and  Cleverley  (1988) .  This  sharply  contrasts  with  the 
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5.5  to  5.9  percent  of  total  ejq)enditures  acxxxinted  for  by  capital  frcm  1971 
to  1981  (Cronwell  et  al.,  1985). 

It  is  not  possible  to  determine  the  extent  to  which  this  ratio  has 
increased  as  a  result  of  shifts  in  accounting  costs  in  response  to  PPS  or  a 
genuine  increase  in  the  capital  intensity  of  irpatient  care.  D^reciation 
for  moveable  equipment  increased  more  rapidly  (13.9  percent  annually)  than 
d^reciation  for  building  and  fixtures  (11.8  percent  annually)  from  TEFRA  to 
PPS-3  (Adamache,  1988) .  Again,  it  is  not  possible  to  determine  vAiether  this 
r^resents  a  real  change  or  occurred  because  costs  for  moveable  equipment  can 
more  easily  be  shifted  from  operating  to  capital  categories. 

Adamache  found  that  interest  costs  were  graving  faster  than  total  capital 
costs  during  this  period.  This  could  indicate  increasing  use  of  debt 
financing  by  hospitals.  He  speculates  that  this  trend  was  prdaably  due  to 
increasing  short-term,  debt  financed  purchases  of  moveable  equipment  rather 
than  long-term  building  and  fixtures  expenditures.  Increasing  interest  costs 
may  also  be  due  to  the  major  increase  in  refinancing  occurring  during 
1984-1985  (ProPAC,  1988). 

Adamache  (1988)  cilso  found  that  the  distribution  of  capital  investment 
across  hospital  types  was  similar  to  the  pattern  r^»rted  in  the  1986  Report 
to  Congress.  Capital  investment  levels  were  hi^est  in  large  hospitals, 
urban  hospitals,  proprietary  ho^itals,  and  teaching  hospitals  and  were 
Icwest  in  small  hospitals,  rural  hospitals,  nonteaching  hospitals,  and 
Government  hospitals.  Hcwever,  hospitals  with  lew  initial  levels  of  capital 
investment  have  hi^  rates  of  change  in  capital  investment  during  PPS  and  are 
gaining  grcund  in  relative  terms. 
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Innovation  and  Diffusion  in  Medical  Technolcxr/  Ifrider  PPS 
Early  cxjnoem  that  PPS  would  discourage  further  adoption  of 
technologiccil  innovations  seems  unwarranted.  The  effects  of  hi^  revenue 
margins  and  the  pass-throu^  of  capital  e^qjenditures  have  apparently 
stiitulated,  rather  than  constrained,  the  medical  technology  marketplace.  It 
remains  to  be  seen  v*iether  the  subsequent  decline  in  ho^ital  margins  and 
reductions  in  PPS  capitcLL  payments  will  slew  spending  for  new  technology. 

PPS  Impact  on  Mediccil  Device  Adoption 

Althcxigh  fixed  payment  per  case  creates  an  incentive  against  purchasing 
new  technology  as  suggested  in  the  1986  Pi^xDrt  to  Congress  (USDHHS,  1988) , 
adoption  of  new  medical  technology  has  not  slewed  under  PPS  despite  the 
extraordinary  decline  in  volume  during  this  period.  Rather,  a  stucfy  of 
medical  device  adoption  by  HER  found  that  the  hi^  revenue  margins  and 
incentives  for  purchasing  quickly  d^reciable  coital  have  increased  the 
adoption  of  new  inpatient  medical  technology  (Crcrawell  and  Pope,  1988) . 

Cronwell  and  Pope  could  not  determine  the  net  effect  of  volume 
decline.  Declining  volumes  should  mate  hospitals  and  potential  credit 
sources  risk  adverse.  But  volume  decline  may  have  intensified 
inter-ho^ital,  norprice  competition  for  physicians. 

An  i:5)date  of  findings  presented  in  the  1986  Inpact  Report  on  the 
diffusion  of  seme  of  these  services  shows  that  seroe  complex  technologies 
have  ccMTtinued  to  ^read  rapidly  between  1984  and  1986  (Cronwell  and  Pope, 
1988) .  In  1984,  46.8  percent  of  short-term  hospitals  had  CT-scanners.  In 
1986,  this  percentage  had  increased  to  59.2  percent. 
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Similcirly,  adoption  of  magnetic  resonance  imaging  (MRI)  increased  from 
3.3  percent  of  hospitals  in  1983  to  6.7  percent  in  1986. 

Diagnostic  ultrasound,  open  heart  surgery  and  ceirdiac  catheterization 
ccxitinued  to  diffuse  after  the  inplementation  of  PPS.  Diagnostic  ultrasound 
had  diffused  to  86  percent  of  hospitals  in  1986  ociipared  to  82  percent  in 
1984,  suggesting  that  many  small  and  rural  facilities  have  ultrasound 
facilities. 

Over  13  percent  of  hospitals  had  open  heart  surgery,  facilities  in  1986 
coipared  to  11.4  percent  in  1984  and  19.7  percent  of  hospitals  had  cardiac 
cathetherization  facilities  in  1986  ccjtpared  to  17.1  percent  in  1984.  This 
is  noteworthy  considering  the  ej^jense  and  risk  involved  in  a  hospital's 
decision  to  enter  this  field.  In  contrast,  core  radiological  technologies 
have  diffused  very  slcwly  if  at  all. 

Diffusion  Across  Hospital  Types.  Regions  and  MSAs.  Crcinwell  and  Pcpe 
(1988)  have  also  updated  findings  in  the  1986  Inpact  R^xDrt  on  differences 
in  adoption  patterns  across  hospital  types  and  ^BAs.  Ihey  find  that  urban 
hospitals,  teaching  hospitals,  and  voluntary  hospitals  had  adcpted  a  greater 
percentage  of  ccrplexity-expanding  services  than  rural  hospitals, 
nonteactiing  hospitals,  prcprieteiry,  or  Government  hospitals. 

Previous  studies  have  shewn  that  adoption  levels  are  strongly  related 
to  hospital  bed  size  (Russell,  1978) .  Cronwell  and  Pope  (1988)  also  find 
this  to  be  true.  For  both  urban  and  rural  hospitals,  level  of  technology 
adoption  increased  with  bedsize.  Most  of  the  regional,  teaching,  and 
ownership  differences  observed  were  found  by  Crc8TO\?ell  and  Pcpe  to  be 
primarily  related  to  bed  size. 
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Although  rural  hospitals,  particularly  if  they  are  small,  have 
inpressive  rates  of  increase  in  adoption  of  services,  they  still  had  adopted 
only  CTie-third  of  the  ccrplex  technology  offered  in  urt>an  hospitals  by 
1986.  Moreover,  even  though  rural  hospitcLLs'  percentage  rate  of  adoption  is 
higher  than  that  of  urtsan  hospitals,  urban  hospitcds  actually  adcpted 
sli^tly  more  coiplex  services  during  this  period.  Given  the  financicil 
problesns  faced  by  the  average  small,  rural  hospital  during  this  period,  any 
adcption  activity  by  these  ho^itals  is  vrorthy  of  note. 

In  the  1986  Report  to  Congress,  the  rapid  diffusion  of  technological 
innovations  across  MSAs  frcm  TETOA  to  PPS-1  was  noted  (USEHHS,  1986) . 
Cronwell  and  Pcpe  (1986)  found  that  the  trend  toward  rapid  diffusion- of  new 
hospital  technology  across  MSAs  had  continued  into  the  third  year  of  PPS. 

Major  increases  in  availability  were  found  for  CT-Scanners  and  for 
MRE.  Open  heart  surgery,  cardiac  catheterization,  hemodicilysis,  ultrasound, 
and  megavolt  radiation  therapy  also  became  more  available.  Only  organ 
transplants  appeared  to  have  becctne  more  regionalized  fran  1984  to  1986. 
PPS  Inpact  on  Medical  Device  Innovation 

A  study  of  the  inpact  of  PPS  on  medical  device  innovation  by  HER 
(Cromwell  et  al. ,  1988)  found  that  the  mediccLL  device  industry  appears  to 
have  fared  well  in  the  first  years  of  PPS.  The  pass-throu^  status  of 
moveable  equiproent  expenditures  eUang  with  high  margins  in  the  first  2  years 
of  PPS  stimulated  medical  device  sales  which  grew  frcm  1983  to  1986  and 
should  continue  to  grew  in  1987  (Pollard  and  Persinger,  1987) . 

The  medical  device  industry  has  continued  to  invest  over  7  percent  of 
sales  in  research  and  develcpnent,  and  the  nuntoer  of  patents  for  new 
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devices  increased  by  necirly  20  percent  in  1986.  None  of  the  manufacturers 
interviewed  by  Cronwell  et  cil. ,  (1988)  cut  back  on  research  and  development 
expenditures  during  PPS.  Shifting  testing  to  antoulatory  settings  has  not 
harmed  medical  device  manufacturers  since  downsizing  machines  for  outpatient 
clinics  and  freestanding  diagnostic  centers  r^resent  opportunities  to 
provide  new  products  to  an  expanded  market. 

Craiwell  et  al.  (1988)  found  that  moveable  equipment  manufacturers 
froze  device  prices  in  response  to  PPS.  Other  industry  marketing  strategies 
also  appear  to  have  changed.  Under  cost-based  reimubursement,  manufacturers 
marJceted  directly  to  physicians  and  stressed  the  "state-of-the-art"  aspects 
of  new  products.  In  contrast,  under  PPS,  cost-effectiveness  of  new  devices 
has  been  increasingly  stressed  in  marketing,  and  medical  device 
manufacturers  are  increasing  the  amount  of  marketing  done  directly  to 
hospitals. 

Anderson  and  Steinberg  (1984)  suggested  that,  under  PPS,  manufacturers 
may  feel  the  need  to  subsidize  scne  ho^itcil  costs  to  promote  device  sales. 
Cromwell  et  al.  (1988)  found  an  example  of  this  in  the  increasing  practice 
of  supplying  devices  upon  case  load  danand,  vdiich  shifts  inventory  costs 
back  to  the  manufacturer. 

Cromwell  et  al.  (1988)  also  found  that  medical  device  innovation  is 
more  likely  to  be  directed  toward  riiq*>agog  that  offer  favorable 
reimbursement  potential.  They  suggest,  bsised  on  interviews  with  several 
medical  research  and  development  firms,  that  WG  reimbursement  rates  and  the 
percent  of  Medicare  cases  within  a  ERG  have  increasingly  affected  product 
development  decisions,  cdthou^  this  process  is  still  dominated  ty 
technologiccLL  considerations. 

Less  expensive  devices  cire  sometimes  used  for  Medicare  patients  to  keep 
costs  within  DR3  reiirfciursement  limits.  Also,  under  PPS,  manufacturers  tend 
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to  direct  marJceting  efforts  to  "winners"  rather  than  "losers."  Hospitals 
with  high  revenue  margins  thus  become  preferred  marketing  targets. 

PPS  may  have  less  of  an  effect  on  medical  device  sales  and  innovation 
than  other  souroes  of  Federal  regulation  (e.g. ,  the  Food  and  Drug 
Administration) ,  acceptance  of  new  products  by  private  insurers,  the  current 
status  of  product  liability  litigation  and  current  innovations  in 
biotechnology  cind  cuiiputer  science  (Crcrawell  et  cd.,  1988;  Pollcini  and 
Persinger,  1987) . 

Qjtpatient  Hospital  Services 

The  previous  three  annual  PPS  Iiipact  Reports  noted  that  ambulatory  care 
is  the  fastest  grcwing  segment  of  the  hecilth  care   industry.  Ihis  trend  was 
evident  even  before  the  advent  of  PPS,  and  the  growth  continued  in  1987  both 
for  physician  services  and  hospital -based  ambulatory  services.  Since  1983, 
there  have  edso  been  dramatic  shifts  from  the  inpatient  to  the  outpatient 
setting  in  the  provision  of  certain  surgiccil  procedures. 

Until  October  1,  1987,  Medicare  payment  for  the  facility  conponent  of 
all  ambulatory  surgical  services  prcr/ided  in  a  hospital  outpatient  setting 
was  based  \jpon  retrospective,  reasonable  cost  methodology.  For  the  period 
October  1,  1987  through  September  30,  1988,  Medicare  paid  for  these  services 
based  on  the  lowest  of  the  hospit2d's  costs,  the  hospital's  charges,  or  a 
blended  rate  ccnprising  75  percent  of  the  lesser  of  the  hospital's  costs  or 
charges  and  25  percent  of  the  ambulatory  surgical  center  (ASC)  payment 
rate.  HCFA  will  continue  to  move  away  from  retrospective  payments  for 
hospital-  outpatient  surgical  and  medical  services.  Future  iirpact  reports 
will  examine  the  changing  grcwth  rates  for  these  services. 
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(Xitpatient  Hospital  Services 

In  1987,  there  was  continued  grcMth   in  the  delivery  of  outpatient 
services  for  Medicare  beneficiaries.  Total  emergency  room  visits  by 
Medicare  patients  in  1987  were  estimated  to  be  8.66  million,  up  11.1  percent 
frcm  1986.  On  a  per  Medicare  enrollee  bcisis,  however,  the  increase  was 
6.9  percent.  Total  clinic  visits  by  Medicare  patients  in  1987  were 
estimated  to  be  6.42  million,  up  8.5  percent  frcm  1986.  Per  enrollee,  the 
increase  was  4.6  percent  caipared  to  1986. 

Vfe  also  examined  outpatient  data  frcm  the  AHA's  National  Hospital  Panel 
Survey  for  cill  patients  in  general  ccmmunity  hospitals.  For  all  patients  in 
general  ccrmunity  hospitcLLs,  emergency  roan  visits  in  1987  totaled 
88.0  million,  up  3.0  percent  from  1986;  and  clinic  visits  in  1987  totaled 
47.7  million,  153  6.2  from  1986.   The  average  revenue  generated  per  clinic 
visit  went  frcm  about  $102  in  CY  1986  to  $113  in  C£   1987,  an  increase  of 
over  10  percent. 

Table  4.9  examines  Medicare  hospital  outpatient  versus  inpatient 
utilization  on  a  procedure  specific  basis  for  the  period  1983  to  1985.  We 
selected  14  ICD-9-CM  surgical  procedure  codes  based  upon  those  performed 
most  frequently  in  hospital  outpatient  d^jartment  for  Medicare  beneficiaries 
during  1985.  Ihe  irpatient  data  in  Table  4.9  frcm  HCFA's  short  stay 
hospital  record  file  were  derived  frcm  a  20  percent  sairple  of  Medicare 
beneficieiry  bills  for  1983  and  1985.  The  nun±)er  of  surgical  procedures  for 
each  ICD-9-CM  code  inclixies  multiple  procedures  performed  on  a  beneficiary 
during  the  yeeur.  The  sanple  counts  have  been  multipled  by  five  to  estimate 
total  procedures  for  the  Mediccire  population.  These  counts  are  for  specific 
ICD-9-CM  codes,  while  the  data  in  Table  2.2  are  listed  by  CRG. 
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The  outpatient  data  in  Table  4.9  were  derived  by  inflating  HCFA's 
Annual  5  Peroent  CXrtpatient  Skeleton  Record  File  for  1983  and  1985.  The 
number  of  surgiceLL  procedures  for  each  IC0-9-CM  code  was  derived  by  counting 
each  instance  where  the  code  occurred  in  any  of  the  three  surgiccil  code 
positions  on  the  bill.  These  sanple  counts  have  been  multiplied  by  20  to 
estimate  total  procedures  for  the  Medicare  population. 

The  leading  outpatient  surgical  procedures  for  Medicare  beneficiaries 
shewed  very  large  increases  in  utilization:  extracapsular  extraction  of  lens 
(4,332  percent),  insertion  of  intraocular  lens  (2,720  percent),  flexible 
fiberoptic  colonoscopy  (1,825  percent),  intracapsular  extraction  of  lens 
(1,485  percent),  endoscopy  of  large  intestine  (1,456  percent),  endosccpy  of 
small  intestine  (1,188  percent),  breast  biopsy  (1,053  percent), 
proctosigmoidosccpy  (1,010  percent). 

An  examination  of  the  estimated  inpatient  utilization  of  the  same 
surgical  procedures  listed  above  shewed  decreases  or  ccsiparatively  modest 
increases  over  the  period  1983  to  1985:  extracapsular  extraction  of  lens 
(-55  percent) ,  insertion  of  intraocular  lens  (-44  percent) ,  flexible 
fiberoptic  colonosccpy  (+193  percent) ,  intracapsular  extraction  of  lens  (+84 
percent) ,  endoscopy  of  large  intestine  (+63  percent) ,  endoscopy  of  small 
intestine  (+143  percent) ,  brecist  biopsy  (+5  percent)  and  proctosigmoidoscopy 
(+27  percent) . 

Several  factors  help  explain  these  large  outpatient  increases.  One 
factor  is  the  Medicare  reimbursement  mechanism.  Since  Medicare 
reiiitoursesnent  for  outpatient  care  is  not  subject  to  a  per  case,  prospective 
CR3  rate',  hospitals  can  increase  their  Medicare  revenues  by  shifting  more 
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cxjsts  or  services  to  outpatient  depetrtnients .  Seme  factors  are  related  to 
changing  practice  patterns.  For  exairple,  the  extracc^asular 
extraction — rather  than  the  intracapsular  extraction — is  new  the  most 
pcpulctr  type  of  cataract  operation  because  it  reduces  post-cperative 
cdiplications .  Elxtracapsular  extraction  resulted  in  a  major  change  in 
mpdical  practice:  the  increase  in  the  insertion  of  the  intraoculary  lens  at 
the  time  of  cataract  extraction.  Other  factors  are  the  advances  in  modem 
medicad.  technology,  including  inproved  anesthetic  agents  and  the  widespread 
use  of  more  sophisticated  techniques.  For  exanple,  the  new  technologies  in 
the  field  of  flexible  fiberoptic  medical  devices  cire  allowing  physicians  to 
perform  certain  endoscc^ic  procedures  more  readily  on  an  outpatient  basis. 

ASCs 

Ihe  Medicare  prospective  payment  methodology  for  ASCs  has  also  been 
revised  recently.  HCFA  expanded  the  number  of  payment  groups  frcan  four  to 
six  and  modified  the  methodology  for  calculating  the  payment  rates.  In 
addition,  for  an  intraocular  lens  iitplanted  during  cataract  surgery,  the 
facility  rate  new  incorporates  the  payment  for  the  lens.  Multiple  surgical 
procedures  performed  in  an  ASC  continue  to  be  paid  at  100  percent  of  the 
highest  payment  group  and  50  percent  of  the  applicable  payment  group  for  all 
other  surgical  procedures  performed. 

There  has  been  steady  grcwth  in  the  number  of  Medicare-certified  ASCs. 
In  1983,  there  were  only  87  ASCs  certified  by  Medicare.  By  1987,  there  were 
851,  an  increase  of  almost  ten- fold.  The  areas  with  the  greatest 
concentraticai  of  ASCs  continue  to  be  California,  the  far  west,  and  the 
southern  States.  Table  4.10  shews  the  grcwth  in  the  number 
Medicare-certified  ASCs  by  region  since  the  beginning  of  PPS. 
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+ 

4.2 

+ 

2.6 

4- 

2.7 

+  8.8 

Government 

1.0806 

1.1263 

1.1553 

1.1820 

+ 

4.1 

+ 

2.6 

4- 

2.3 

+  8.3 

Dispiupur.  Share 

1.1621 

1.2150 

1.2470 

1.2765 

+ 

4.6 

+ 

2.6 

+ 

2.4 

+  8.7 

Rural  Ref .  Ctrs. 

i.n?8 

1.1571 

1.1820 

1.2081 

+ 

4.0 

+ 

2.2 

4- 

2.2 

+  7.4 

Sole  Conrnunity 

1.0579 

1.0868 
i  under  PP 

1.1026 

S  for  alJ 

1.1278 

L  facilitj 

+  2.7            +  1.5 
.es  included  under  PPb 

+  2.3 
on  9/3 0/£ 

+  5.5 

Ra<«=ri  on  discha 

irqes  paic 

14. 

Discharges  fron  PPS  exaipt  facilities  and  specizLL  units  and  all  discharges  in  New  York, 
Maryland,  New  Jersey  or  Massachusetts  are  excluded. 


NOTE:  Data  in  this  table  are  based  on  bills  processed  by  HGEA.  through  December  1987,  and 
are  thus  preliminary  and  subject  to  revision.  FY84  CMI  data  have  been  adjusted  to  be 
conparable  to  OH  data  for  FY  85-87.  Hiis  adjustment  (see  Federal  Register.  V.  49,  No. 
170,  August  31,1984,  p.  34771)  reflects  the  FY85  reduction  in  ERG  relative  weights  of  1.05% 
to  meet  the  TEH^  budget  neutrality  requirement. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Manageanent  and  Strategy. 
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Tabic  4.5 


Actual  ?Pt 

ooersting 

■ar^ina 

for 

PP$-1, 

2,3 

and  4*,  based 

on  mmxiau 

a  rummr  of  cost 

reoorts  available  eactt  year 

PPS 

-1 

PPS-2 

PPS-3 

PPS-4 

Muiber  of 

Muriaer  of 

NurtMr  of 

NLBber  of 

hoapttals 

Margin 

hoaoitals 

Margin 

hospitals 

Margin 

hospitals 

Margin 

All  hospitalt 

4,745 

14.1 

4,810 

14.1 

4,831 

9.6 

4,555 

5.0 

Urban 

2,389 

15.3 

2,445 

15.0 

2,513 

10.7 

2.329 

6.0 

1-100  beds 

537 

12.8 

526 

12.3 

5U 

6.8 

489 

1.6 

100-199  beds 

623 

13.6 

658 

13.1 

655 

8.2 

610 

3.4 

200-299  beds 

499 

14.0 

505 

13.1 

531 

8.5 

477 

3.5 

300-399  beds 

524 

15.0 

545 

14.9 

552 

10.9 

530 

6.2 

AOO  beds  or  more 

205 

18.1 

211 

18.2 

230 

13.9 

218 

9.7 

Rural 


2,356 


8.3 


2,365 


8.9 


2,318 


3.1 


2,226 


-0.8 


1-50  beds 

960 

6.2 

974 

5.8 

954 

■1.6 

888 

-3.2 

50-99  beds 

778 

8.2 

777 

7.6 

759 

•1.7 

729 

-1.9 

100-149  beds 

344 

8.6 

346 

7.5 

331 

1.7 

330 

-1.7 

150-199  beds 

138 

8.1 

136 

8.8 

134 

4.7 

136 

0.6 

200  beds  or  more 

136 

9.1 

131 

13.1 

139 

6.8 

138 

1.2 

Major  teaching 

133 

18.4 

137 

20.6 

152 

18.1 

140 

13.6 

Other  teaching 

753 

16.0 

754 

15.7 

771 

11.5 

750 

7.1 

Nan  teaching 

3,859 

12.0 

3,919 

11.5 

3,908 

6.6 

3.665 

1.4 

Special  Treatment  Rural 


Non-SCH/RRC  Rural 
Sole  Caanutitv  Hospital 
Rural  Referral  Center 
SCH  and  RRC 


,873 

8.1 

1,889 

6.6 

1,846 

0.4 

1,768 

-3.4 

273 

6.2 

274 

6.2 

272 

1.2 

256 

-2:4 

182 

9.5 

176 

14.2 

175 

8.5 

179 

3.9 

21 

7.0 

20 

8.5 

19 

10.2 

18 

5.9 

Urban  teaching  i 
disproportionate 
share  (DSH) 

Urban  teaching  t 
not  OSM 


378 


443 


16.9 


16.4 


374 


453 


17.7 


16.2 


416 


U3 


14.5 


11.9 


389       11.0 


433 


6.9 


Urban  non- teaching 
t   OSH 

Urban  non-teaching 
&  not  OSH 


433 


13.2 


1,135  13.7 

*For  mrgin  definition,  tee  Table  4.1 


442 


1,176 


12.9 


12.8 


470 


1,184 


8.7 


7.1 


432 


1,075 


5.4 


1.1 


Table  4.6 
Actual  PPS  Ooerating  Margins  for  PPS-1,  2,  3,  and  U   for  a  Cohort  of  3,225  Hospitals* 


Nurber  of 

hospitals 

PPS-1 

PPS-2 

PPS-3 

PPS-4 

All  hospitals 

3,225 

U.4 

14.3 

9.0 

4.0 

UrtMn 

1,586 

15.5 

15.2 

10.0 

4.8 

1-100  beds 

353 

14.3 

14.2 

8.9 

3.6 

100-199  beds 

413 

14.0 

13.1 

8.3 

3.3 

200-299  beds 

336 

14.1 

13.0 

7.9 

2.7 

300-399  beds 

357 

15.4 

15.4 

10.4 

5.7 

■iOO  beds  OP  more 

127 

18.2 

18.3 

12.5 

6.5 

Rural 


1,639 


8.7 


9.3 


3.6 


■0.2 


1-50  beds 

660 

7.0 

5.8 

■0.9 

-3.6 

50-99  beds 

541 

9.0 

7.9 

1.8 

-1.0 

100-149  beds 

249 

8.7 

8.1 

2.5 

-1.2 

150-199  beds 

96 

7.4 

8.8 

3.8 

-0.4 

200  beds  or  more 

93 

10.0 

14.0 

8.4 

3.0 

Major  teaching 

75 

19.1 

21.9 

17.1 

11.9 

Other  teaching 

475 

16.5 

16.3 

11.2 

6.0 

Non- teaching 

2,675 

12.3 

11.7 

6.2 

1.5 

Special  Treatment  Rural 


Mon-SCH/RRC  Rural 

1.302 

8.4 

6.7 

0.5 

-3.3 

Sole  ConmLnity  Hospital 

190 

7.2 

7.3 

1.9 

-1.1 

Rural  Referral  Center 

130 

10.0 

15.1 

9.9 

5.6 

SCH  and  RRC 

14 

7.5 

13.0 

9.6 

3.9 

Urban  teaching  and 
disproportionate  share 


231 


17.0 


17.6 


13.0 


9.0 


Urban  teaching  and 
not  OHS 


279 


17.0 


17.0 


11.6 


5.6 


Urban  non- teaching 
and  OHS 


304 


13.3 


13.3 


8.1 


5.3 


Urban  non* teaching 
and  not  OHS 


772 


14.2 


12.9 


7.4 


1.3 


*PPS  operating  mrgin  is  defined  In  Table  4.1, 
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TABLE  4-8 

MEDICARE  CAPITAL  COSTS  FOR  SHORT  TERM  ACUTE  CARE 
HOSPITALS  IN  NON  WAIVERED  STATES,  BY  YEAR 


CAPITAL  COST  PER  HOSPITAL 


Total  Facility  Capital  Costs 
(includes  LTC  beds,  etc.) 

Total  Hospital  Capital  Costs 
(excludes  LTC  beds,  etc.) 

Total  Depreciation** 

-Buildings  and  Fixtures** 
-Movable  Equipment** 

Title  18  Capital  Costs 


TEFRA 


PPS1 


PPS2 


Annual  Percent 

Change  Between 

PPS3     TEFRA  and  PPS3 


$1,401,416  $1,601,826  $1,888,350  $2,166,119     14.5% 


1,391,408  1,590,290  1,871,985  2,146,171      14.4 


874,855  1,009,653  1,143,376  1,264,657  12.3 

560,177  642,426  732,782  798,616  11.8 

427,769  501,472  572,766  648,166  13.9 

497,762  517,610  634,338  711,623  11.9 


COST  PER  DISCHARGE 


Total  Facility  Capital  Costs/Discharge 
(includes  LTC  beds,  etc.) 

Total  Hospital  Capital  Costs/Discharge 
(excludes  LTC  beds,  etc.) 

Total  Depreciation/Discharge** 

-Buildings  and  Fixtures** 
-Movable  Equipment** 

Title  18  Capital  Costs/Discharge*** 


TEFRA 


$218 


211 


134 


PPS1 
$265 

257 

167 


PPS2 
$337 

326 

202 


PPS3 
$406 

393 

236 


Annual  Percent 
Change  Between 
TEFRA  and  PPS3 

20.7% 


20.8 


18.9 


87 

107 

131 

154 

18.8 

65 

81 

99 

117 

19.8 

225 


249 


332 


390 


18.3 


COST  AS  A  PERCENTAGE  OF  TOTAL  OPERATING  EXPENDITURES 


Total  Faci I ity  Capital  Costs 
(includes  LTC  beds,  etc.) 

Total  Hospital  Capital  Costs 
(excludes  LTC  beds,  etc.) 

Total  Depreciation** 

-Buildings  and  Fixtures** 
-Movable  Equipment** 

Title  18  Capital  Costs**** 


TEFRA 
8.6% 

8.3 

5.4 

3.5 

2.6 

8.0 


PPS1 
9.5% 

9.2 

6.1 

3.9 
3.0 

8.7 


PPS2 
10.6% 

10.2 

6.5 

4.2 
3.3 

10.4 


PPS3 
11.3% 

10.9 

6.7 

4.3 
3.4 

11.0 


Note:  Reported  values  are  unweighted  averages. 

Annual  change  data  in  Coluin  5  is  In  (PPS3/TEFRA)/3. 

Text  Notes:     *Only  for  those  hospitals  which  had  MCRs  available  for  all  four  periods. 
**Before  reclassification  or  adjustment. 
***As  a  percentage  of  Medicare  Inpatient  Discharges. 
****As  a  percentage  of  Medicare  Inpatient  Costs. 


Source;  Adamache  (1988). 
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Table    ..inNU>fBERS  OF   MEDICARE  CERTIFIED  AMBULATORY   SURGICAL  CENTERS,    1983-87 
HCFA   Region  1983  1984  1985  1986  1987 


I   (Boston) 

0 

4 

10 

24 

33 

II   (New  York) 

u 

6 

6 

26 

39 

III  (Philadelphia) 

5 

11 

19 

41 

59 

IV   (Atlanta) 

31 

-   59 

90 

125 

153 

V   (Chicago) 

16 

25 

42 

68 

96 

VI   (Dallas) 

0 

18 

65 

103 

118 

VII  (Kansas  City) 

10 

13 

20 

25 

32 

VIII  (Denver) 

5 

14 

24 

34 

35 

IX  (San  Francisco) 

16 

83 

124 

189 

242 

X)   (Seattle) 

0 

21 

29 

39 

44 

Totals^ 


87  254  485  674  851 


Source :     HCFA/Health  Standards    and  Quality   Bureau,    Medicare   and  Medicaid 
Autooated  Certification  System 

^Totals  are   for  calendar  years,    ending  December  29. 


Chapter  5 
IMPACT  Oti  OTHER  PAYERS 

The  principal  inpacts  of  MBdicare  PPS  are  on  program  beneficiaries  and 
on  providers  paid  under  PPS.  However,  the  1985  and  1986  Heports   and  other 
research  have  presented  evidence  of  indirect  inpacts  on  payers  other  than 
the  Medicare  program  (USCHHS,  1987;  USEHHS,  1989;  Guterman  et  al.,  1988). 
This  section  provides  a  brief  overview  of  public  and  private  payers  in  the 
market  for  headth  care  services  in  1987.  It  focuses  on  changes  singe  1980. 
In  particular,  it  identifies  changes  since  the  iitplementation  of  PPS  and 
examines  the  possible  role  of  PPS  in  bringing  about  these  changes. 

It  is  difficult  in  the  study  of  PPS  inpact  on  other  payers  to  establish 
clear  caused  links  between  the  enactment  and  inplementation  of  PPS  and 
changes  af farting  these  payers.  This  section  discusses  evidence  of  PPS 
effects  on  Medicaid  program  structure  and  payments  and  on  Blue  Cross 
utilization  and  payments.  It  then  describes  changes  in  private  health 
insurance  markets  for  which  the  ijipleanentation  of  PPS  is  at  least  an 
important  feature  of  a  rapidly  changing  health  care  financing  environment 
tut  v*iere  clear  evidence  does  not  now  exist  that  PPS  caused  developments. 
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Ihe  secticn  draws  en  data  provided  by  HCFA's  Office  of  the  Actu2u:Y  for 
an  overview  of  ho^ital  payment  (HCEA,  unpublished) .  A  special  study  for 
HCFA  by  Abt  Associates,  Inc. ,  provided  information  on  structure  and  payment 
trends  aasorg  Medicadd  programs  (Gabay  et  cil. ,  1988) .  Analysis  of  Blue  Cross 
plcin  data  in  research  by  the  Blue  Cross  and  Blue  Shield  Association  and 
conducted  by  researchers  at  the  University  of  California  provided 
information  an   ijipacts  of  PPS  oi  Blue  Cross  utilization  and  payments 
(Scheffler  et  clL.  ,  1988) .  Analyses  of  surveys  by  the  U.S.  Bureau  of  labor 
Statistics  (BIS)  and  the  Health  Insurance  Association  of  America  provided 
detailed  information  on  recent  developments  in  the  market  for  private  health 
insurance  and  cai  the  behavior  of  insurers  in  the  1980s  (Gabel  et  cLL . ,  1987 ; 
Gabel  et  al.,  1988;  Jensen  and  Gabel,  1988;  Short,  1988). 

The  work  reported  supplements  that  in  the  1985  and  1986  Reports  by 
reviewing  the  status  of  the  development  of  prospective  Medicaid  payment 
systems,  Blue  Cross  cost  ccxTtainment  activity,  the  expansion  of  msinciged 
care,  and  the  grcwth  of  self -insurance.  New  findings  on  Medicaid  include 
clear  evidence  of  a  shift  toward  ERG-based  systems  and  stronger  evidence 
than  previously  r^xsrted  that  prospective  systems  reduce  Medicaid 
expenditures  per  recipient.  New  findings  cai  Blue  Cross  utilization  and 
payments  include  estimates  fron  ecoranetric  models  indicating  that  PPS 
reduces  inpatient  payments  for  patients  under  65  years  of  age  even  after 
controlling  for  private  sector  cost  contciinment  actions  and  other  factors. 
New  findings  on  managed  care  indicate  a  significant  e^qansion  ■  f  cost 
containment  measures  among  traditicaial  group  health  insurance  plans,  with 
such  measures  new  covering  one-third  of  enrollees  in  such  plans.  Finally, 
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by  1987  over  half  of  persons  with  ccnventional  enployer-^xrjsored  health 
insurance  were  covered  by  plans  with  sane  element  of  self-insurance, 
resulting  in  a  shift  of  power  and  risk  fron  traditional  insurers  to  the 
nation's  enployers. 

Despite  the  changes  r^x>rted  and  the  widespread  evidence  of  cost 
containment  activity  among  private  and  public  payers,  health  insurance  costs 
coTtinue  to  increase.  Heedth  insurance  preaniums  increased  12  percent  fron 
1987  to  1988.  Estimates  of  increases  frcro  1988  to  1989  are  hi^ier. 

The  Hectlth  Insureince  Market 

Ihe  distinctive  feature  of  the  market  for  health  care  services  in  the 
United  States  is  the  great  prevalence  of  insurance  for  hecLLth  care  costs. 
This  genercilly  entails  payment  of  these  costs  by  third  parties  rather  than 
by  the  consumers  v*io  receive  the  services. 

Most  private  health  insurance  is  obtciined  through  eirployment.  In  1986, 
74  percent  of  the  population  under  65  years  of  age  had  private  insurance  and 
66  percent  had  enployment-related  insurance.  Ihese  levels  r^resent  modest 
declines  fron  values  of  77  percent  and  69  percent,  respectively,  in  1977 
(Short,  1988) .  They  are  consistent  with  c^prmdmately  equal  but 
proportionately  larger  increases  in  the  uninsured  population  from 
12.3  percent  to  15.5  percent  of  the  total  population  (including  those  65 
years  of  age  and  older)  between  1977  and  1987  (Short  et  al.,  1988). 
Private  heeilth  insurance  has  paid  for  an  increasing  share  of  the  nation's 
hospital  costs  since  1985  (Table  5.1) .  This  largely  reflects  a  higher  rate 
of  expenditure  increase  by  private  than  by  public  payers  since  1985.  In 
particular,  Medicare  expenditures  have  grown  more  slowly  than  private  third 
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party  payments,  reducing  Medicare's  market  shcire  in  hcspitcil  payment.  Ihese 
trends  reverse  those  r^orted  in  the  1986  R^x)rt  (USCHHS,  1989) . 

Within  the  group  hesLLth  insurance  market,  studies  by  noT-Federal 
researchers  indicate  a  ccntinuing  growth  in  the  share  of  traditional  managed 
care  insur^ers — health  mciintenance  organizations  (HMDs)  and  preferred 
provider  organizations  (PPOs) — as  well  as  of  managed  fee-for-service 
(conventional  insurance  with  strong  utilization  and  cost  management 
elements) .  These  studies  also  show  an  increased  use  of  self -insurance. 
Anecdotal  evidence  indicates  financial  difficulties  and  possible  continuing 
loss  of  market  share  by  traditional  Blue  Cross  and  Blue  Shield  plans 
(Kenkel,  1988;  Scheffler  et  al.,  1988). 

There  remains  seme  coTcem  that  PPS  may  be  leading  hospitals  to  shift 
costs  not  paid  by  Medicare  to  other  payers.  Pesecirch  is  not  in  agreonent  on 
this  point.  Studies  have  examined  conmercial  insurers  thus  excluding  Blue 
Cross  and  Bliie  Shield  experience.  One  study  of  hospital  data  for  the 
1980-84  period  examined  the  effect  on  hospital  canmercial  markup  (hospital 
canmercicd  insurance  revenue  per  day  divided  by  cost  per  day)  of  the 
Medicare  payment  system  by  ocnparing  ho^itals  under  PPS,  pre-PPS  TEFRA  and 
waiver  State  payment  systens.  Vihether  a  ho^ital  was  paid  under  PPS  or 
TEFRA  did  not  affect  ocranercial  markup,  suggesting  that  PPS  did  not  lead  to 
cost  shifting  in  the  period  studied  (Zuckerman  and  Hadley,  1988) .  Hcwever, 
a  preliminary  study  using  1984-85  data  found  that  the  percentage  increase  in 
hospital  connercicil  insurance  revenue  was  positively  and  significantly 
associated  with  the  degree  of  PPS  fiscal  pressure  on  a  hospital  (Hadley, 
Feder,  and  Zuckerman,  1988) .  This  suggests  that  PPS  led  hospitals  to  shift 
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costs.     Sinoe  Ixjth  studies  use  data  frcci  yecirs  soon  after  implementation  of 
PPS  it  is  uncertain  v*vether  the  findings  apply  to  more  recent  years. 

Recent  evidence  of  health  insurance  premium  increases  suggests  that 
providers  may  be  able  to  shift  costs  to  private  payers  and  thereby  to 
employers  and  individuals.  Health  insurance  premiums  increased  12  percent 
fron  the  spring  of  1987  to  the  spring  of  1988.  Estimates  of  increases  in 
1989  cire  even  higher,  with  even  HMDs  increasing  premiums  by  an  average  of 
16.9  percent  (Mullen,  1988).  These  increases  may  partly  reflect  pricing 
cycles  and  underwriting  patterns  in  the  insurance  industry  and  pertain  to 
general  health  insurance  rather  than  to  coverage  for  hospital  costs  alone. 
Nonetheless,  they  suggest  that,  despite  widespread  cost  containment  efforts, 
payers  may  still  be  facing  substantial  cost  increases. 

Changes  in  Heeilth  Insurance  Markets  and  Impacts  of  Medicare 

Prospective  Payment 
Ihe  most  striking  changes  in  the  market  for  health  insurance  are  the 
expansion  of  prospective  payment  among  private  and  public  payers,  new  cost 
containment  initiatives,  the  growth  of  managed  care,  and  the  greater  role  of 
self- insurance  (Gabel  et  al.,  1988;  Jensen  and  Gabel,  1988).  The  discussion 
belcw  focuses  first  on  Medicaid  and  Blue  Cross,  v*jere  there  is  evidence  of 
PPS  effects.  It  then  describes  changes  in  those  areas  of  private  insurance 
where  current  evidence  does  not  demonstrate  a  cleau:  inpact  of  PPS. 
Medicaid 

Medicaid  is  a  heedth  program  for  the  poor  run  by  the  States  and  jointly 
financed  by  the  States  and  the  Federal  Government.  Since  1980,  many  States 
have  ceased  paying  ho^itals  under  Medicaid  en  the  basis  of  traditional 
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Medicare  principles  of  cost  reinbursement  and  have  begun  paying  them  rates 
that  are  set  pro^aectively.  Such  States  set  rates  in  advance  of  service 
provision  and  do  not  reocncile  total  payments  to  total  costs  at  yeeur's  end. 

The  1985  and  1986  Reports  and  other  research  have  r^xDrted  the  trend 
toward  prospective  payment  under  Medicaid  (USCHHS,  1987;  USCHHS,  1989; 
Singer,  1986;  Gutennan  et  al.,  1988).  In  1980,  seven  States  operated 
prospective  Medicaid  systeans  covering  16  percent  of  Medicaid  recipients.  By 
1987,  40  States  operated  pro^jective  systems  covering  91  percent  of 
recipients.  Ihe  largest  single  increase  in  prospective  systems  occurred  in 
1983.  In  1987  caily  six  States  had  Medicaid  programs  that  exclusively  used 
Medicare  cost  reimbursement  rules.  The  1985  and  1986  P^Dorts  have 
documented  the  structural  features  of  prospective  Medicaid  programs  (USCHHS, 
1987;  USCHHS,  1989) .  It  is  now  clear  that  the  use  of  CR3s  as  the  unit  of 
payment  is  the  most  inportant  single  structural  feature  of  the  current 
generation  of  prospective  Medicaid  programs. 

In  1987,  14  of  the  States  with  pro^sective  Medicaid  programs  operated 
CRG-based  systems,  all  but  one  of  which  were  established  since  1983  and  3  of 
which  were  new  since  1986.  As  of  September  1988,  ei(^t  more  States  ware 
considering  adopticai  of  ERG-based  systems,  five  of  which  would  r^lace 
retrospective  systems.  By  coitrast,  adcption  of  non-CRG  based  systems  has 
essentially  halted  since  1983.  Many  of  the  structural  features  of  ER3-based 
systems  are  based  on  PPS  (Singer,  1986) .  By  1987,  such  systems  covered 
31  percent  of  Medicaid  recipients. 

The  1986  Rpport  discussed — but  was  unable  to  determine — the  effect  of 
ERG  based  systems  cti  inpatient  or  total  Medicaid  expenditures  ('JSCHHS, 
1989) .  New  data  are  new  available  to  assess  the  inpact  of  MedicsLid 
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prospective  payment.  Adcption  of  pro^jective  payment,  and  especicilly  ERG 
based  systems,  a^:pears  to  be  associated  with  reduced  growth  rates  of 
inpatient  ho^ital  es^enditures  per  recipient.  Over  the  1980-87  period 
ho^ital  expenditures  per  recipient  in  States  without  all-payer  systems  grew 
8.3  percent  per  yeeir  in  retro^sective  States,  7.4  percent  per  year  in  States 
that  chcinged  frcm  retro^sective  to  ncn-ERG  based  prospective  systaras,  and 
6.3  percent  per  year  in  States  that  changed  frcm  retrospective  to  ERG  bcised 
systaoas.  Examination  of  totcil  Medicaid  expenditures  per  recipient  suggests 
that  prospective  systans  have  reduced  inpatient  costs  without  raising 
nonhospital  costs  (Gabay  et  al. ,  1988) . 

The  inpatient  Mpdicaid  expenditure  findings  contrast  with  results  for 
the  pre-1984  period,  ^^lich  indicated  limited  ability  of  prospective  Medicaid 
programs  to  contain  ho^ital  expenditures  per  recipient  other  than  as  part 
of  certain  all-payer  regulatory  systesae   (Zuckerman,  1987;  Zuckerman  and 
Holahan,  1988) .  Ihe  discussicxi  of  different  system  types  above  suggests 
that  UPG  based  prospective  systems  have  been  successful  in  reducing 
expenditure  growth.  However,  the  ocnparisons  do  not  take  into  account 
possible  effects  of  program  maturity,  other  State  cost  ccaitrol  actions,  or 
inter-State  demographic  and  econcmic  differences.  Further  analysis  will  be 
necessary  to  determine  vAiether  the  cccparisons  of  descriptive  statistics 
accurately  represent  differences  between  payment  system  types  rather  than 
other  factors. 
Blue  Cross  and  Blue  Shield  Plans 

Blue  Cross  enrollment  accounts  for  about  caie-third  of  the  maricet  for 
private  health  insurance.  As  riisrai^wfvi  in  the  1985  and  1986  Reports,  Bliie 
Cross  and  Blue  Shield  plans  have  been  losing  martet  share,  as  meeisured  by 
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benefits  paid,  sinoe  the  1960s  (USEHHS,  1987;  USCHHS,  1989;  Kenkel,  1988). 
Blue  Cross  plans  eLLone  have  experienced  mentjership  declines  of  over 
11,000,000  frtm  approocimately  83,000,000  loenters   in  1980  to  less  thcui 
72,000,000  in  1986,  for  61  of  62  plans  (Scheffler,  1988).  They  have 
re^xDnded  to  adverse  circumstances  and  a  more  cccpetitive  environment  with  a 
variety  of  cost  CCTitainment  measures,  such  as  concurrent  utilizaticri  review 
and  mandatory  seooTd  opinicxi  programs.  In  addition,  plans  report 
information  an  which  method  of  cadculation  of  hospital  payment  accounts  for 
the  largest  share  of  plan  payments  (the  primary  method  of  ho^ital 
payment) .  These  data  indicate  that,  for  61  of  62  plans  for  which  data  are 
available,  31  used  seme  form  of  prospective  payment  as  prinary  method  of 
hospitcLL  payment  in  1980  and  that  48  used  such  a  method  in  1986.  Ihe 
fraction  of  Blue  Cross  members  enrolled  in  HMDs  and  PPOs  has  increeised  fron 
0.6  percent  and  zero,  respectively,  in  1980  to  4.3  percent  and  6.3  percent 
in  1986  (Scheffler,  1988) . 

Research  by  the   Blue  Cross  cind  Blue  Shield  Association  using  data  on 
Blue  Cross  meaiters  under  65  years  of  ctge  has  examined  both  the  effect  of 
plan  cost  containment  measures  and  the  inpact  of  inpleroentaticxi  of  PPS  on 
utilization  and  payments.   Findings  reported  in  the  1985  and  1986  R^»rts 
indicated  a  significant  reduction  in  Blue  Cross  utilization  and  in  the 
grcwth  rate  of  payments  per  admission  coincident  with  the  inpleanaentation  of 
PPS  (USEHHS,  1987;  USEHHS,  1989;  Guterman  et  al.,  1988).  Final  results  of 
the  research  with  Blue  Cross  data  support  these  earlier  preliminary 
findings. 

An  econometric  model  was  estimated  using  data  on  61  of  62  U.S.  Blue 
Cross  plans  for  1980  through  1986,  or  on  subsets  of  the  informatioi  to  allcw 
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for  missing  data.  (Ihe  1986  Report  presented  Blue  Cross  and  Blue  Shield 
results  based  on  1981-1985  data.)  The  study  estimated  the  inpact  of  Blue 
Cross  cxst  contciinnient  measures  and  of  the  phsise-in  of  PPS,  as  well  as  of 
various  control  variables,  on  utilization,  payments,  and  aggregate 
msEisures.  Ihis  secticai  r^»rts  the  results  for  the  aggregate  Vciriables: 
admissicMTs,  inpatient  days,  outpatient  visits,  inpatient  payments, 
outpatient  payments,  and  total  payments,  cill  measured  per  thousand  maubers, 
as  well  as  hospital  average  length  of  stay.  Ihe  research  found  a  negative 
and  statistically  significant  effect  of  PPS  on  the  admissions,  patient  days, 
inpatient  payments,  and  total  payments  per  thousand  members  measures.  It 
found  a  positive  and  significant  effect  on  average  length  of  stay,  vdiich  the 
resecirchers  speculated  might  indicate  a  more  severely  ill  Blue  Cross 
inpatient  pcpulaticxi. 

These  results  cure  confounded  by  the  inclusicai  in  the  model  of  a  dummy 
variable  for  waiver  State  status,  indicating  exclusion  frcci  PPS  payment  and, 
generally,  inclusion  in  cill^jayer  regulation  in  recent  years.  The 
coefficient  of  this  dunmy  variable  was  consistently  significant,  negative, 
and  larger  in  magnitude  than  the  coefficient  of  the  PPS  measure.  This 
indicates  that  both  PPS  and  waiver  State  status — that  is,  exclusion  frcm  PPS 
cifter  its  iiiplementation — reduced  utilization  and  payments  relative  to 
levels  on  non  waiver  States  before  PPS.  The  Blue  Cross  and  Blue  Shield 
Association  researchers  report  siniilations  of  the  grcwth  of  the  aggregate 
variables  over  time  for  the  entire  country.  These  results  si:pport  the 
initial  interpretation  of  the  PPS  variable  coefficients,  indicating  Icwer 
growth  rates  with  PPS  in  ccnparison  to  a  siraolation  in  v*iich  it  is  ass»mTPd 
that  no  Medicare  patients  are  covered  by  PPS. 
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Tike  analysis  of  the  effects  of  cost  cont2LLninent  measures  produced  scxne 
strcHig  results  as  well  as  numerous  statisticciLly  insignificant  effects.  For 
exanple,  adoption  of  prospective  payment  reduces  inpatient  and  total 
payments  per  thousand  menbers  but  utilizaticai  review  measures  have  v^eak  or 
insignificant  effects. 

The  Blue  Cross  results  en  the  effect  of  PPS  are  notable  since  they  dead 
with  payment  for  the  under-65  population.  Effects  of  PPS  on  other  payers 
mast  be  due  to  either  payer  or  provider  behavior  change.  These  effects  were 
discussed  in  the  1986  Report.  Since  the  Blue  Cross  research  explicitly 
controls  for  payer  cost  ccxTtainment  initiatives,  it  strongly  suggests  that 
PPS  effects  on  the  under-65  population  proceed  through  provider  behavior 
change. 

Managed  Care  and  CcmnercicLl  Insurance:  HMOs.  PPOs.  and  Managed 
Fee-For-Service 

In  1987,  16  percent  of  the  population  with  ertployer-sponsored  grcup 
health  insurance  belonged  to  HMDs  and  11  percent  were  enrolled  in  PPOs.  In 
addition  to  those  in  HMDs  and  PPOs,  32  percent  of  enrollees  with 
onployer-sponsored  insurance  were  covered  by  conventional  plans  with  strong 
utilizatioi  and  cost  nanagement  elements — managed  fee-for-service 
(Gabel  et  al.,  1988).  This  form  of  coverage  typiccilly  involves  preadmission 
certification  and  often  other  forms  of  review.  By  contrast,  in  1981  PPOs 
did  not  exist  and  a  BLS  survey  found  that  4  percent  of  enrollees  belonged  to 
HMDs  in  mid-sized  and  large  firms  (the  ones  most  likely  to  offer  an  HMD 
option) .  Even  in  1984  less  than  5  percent  of  enrollees  in  ocnventioncil 
insurance  plans  offered  by  ccranercial  insurers  had  any  form  of 
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utilizaticHi  review,  a  runber  that  had  ijxnreased  to  20  percent  by  1986  (Gabel 
et  al.,1987;  Gabel  et  al.,1988;  Jensen  and  Gabel,  1988).  Although  a 
significant  peurt  of  the  incxease  in  managed  fee-for-servioe  is  attributable 
to  the  changes  in  Blue  Cross  plans  discussed  in  the  previous  section, 
simileir  trends  have  been  present  eaxsrg  contnercicd  insurers  as  well. 

Managed  fee-for-servioe  r^resents  a  significant  change  in  conventioncil 
insurance  markets.  It  represents  a  ocnpetitive  re^xxise  to  the  grcwth  of 
self-insurance  and  to  HMDs  and  PPOs.  Althou^  the  mere  presence  of  review 
mechanisms  does  not  guarantee  successful  control,  the  pattern  of 
pre-admission  oertificaticxi  and  other  measures  suggests  that  payers  cure 
making  reeil  efforts  to  manc^ge  ho^ital  use  and  costs.  There  is  no  evidence 
to  directly  attribute  the  growth  of  these  managed  care  alternatives  for  the 
under-€5  population  to  the  introduction  of  PPS. 
Self -Insurance 

Expansion  of  corporate  self -insurance  is  a  major  change  in  the  grajp 
health  insurance  marJoet.  In  1987,  a  survey  of  enployers  designed  to  provide 
a  r^resentative  sanple  of  the  U.S.  population  covered  by  enployer-sponsored 
hecilth  insurance  showed  a  significant  increase  in  the  proportion  of 
organizations  that  self-insured  since  1984.  The  study  estimated  that  in 
1987  60  percent  of  persons  with  conventional  eaiployer-provided  coverage 
belonged  to  plans  with  seme  eleanent  of  self-insurance.  By  conrrast,  in  1975 
only  5  percent  of  enployees  were  in  self-insured  plans  (Gabel  et  al. , 
1988) .  Ancdysis  of  BIS  data  shows  that  the  proportion  of  enployees  of 
mid-sized  and  large  firms  covered  by  self -insurance  increeised  frcro  21 
percent  in  1981  to  42  percent  in  1985,  with  almost  half  the  ir  urease 
occurring  in  1984  (Jensen  and  Gabel,  1988). 
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Firms  adopting  self-insuranoe  generally  are  r^lacing  cxaTventional 
cxrverage  frcm  ocninercial  insurance  ocopanies,  thus  increasing  ocnpetitive 
pressures  on  these  insurers.  However,  there  is  no  evidence  that  the 
expansion  of  self-insurance  is  directly  attributable  to  PPS.  As  indicated 
in  the  1986  Rpyort,  its  growth  began  before  the  inplementaticn  of  PPS.  Its 
expansion  is  most  lUoaly  attributable  to  changes  in  the  regulation  of 
insurance  markets  and  to  the  increased  cost  of  purchased  insurance  (USCHHS, 
1989) . 

Oonclusions 

There  have  been  substantieLL  changes  in  health  insurance  and  heeLLth 
services  markets  since  the  eaurly  1980s  and  especially  since  the  introduction 
of  PPS.  These  changes  have  ooitinued  in  1987.  It  is  instructive  to 
contrast  hecilth  care  financing  today  with  the  eeirly  1980s. 

Medicaid  programs  have  moved  from  retrospective  payment  of  ho^itals  to 
prospective  payment.  In  1980,  seven  States  had  prospective  systems  covering 
16  percent  of  the  nation's  Medicaid  recipients.  By  1987,  40  States  had 
prospective  systeans  covering  91  percent  of  recipients.  Of  these  40  States, 
14  cperated  CRG-^aased  systems  covering  31  percent  of  recipients.  All  but 
one  of  these  CRG-based  systems  had  been  enacted  since  1983  and  three  had 
been  adopted  since  1986.  The  movement  to  pro^jective  Medicaid  payment,  the 
adoption  of  CR3^-based  models,  and  many  structural  details  of  the  systems  are 
clearly  attributable  to  the  introduction  of  Medicare  PPS. 

Blue  Cross  plans  have  changed  since  1980.  There  has  been  widespread 
adoption  of  cost  containment  measures,  increased  involvement  in  HMD  and  PPO 
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developnent,  and  increased  use  of  prospective  hospital  payment.  Data  on  the 
primciry  method  by  which  Blue  Cross  plans  ccilculate  hospital  payment  indicate 
that  31  of  61  reporting  plans  used  sane  form  of  prospective  payment  as  the 
primary  method  of  payment  in  1980  and  48  did  so  in  1986.  Although  the 
econcsnetric  results  are  uncertain,  the  inplementation  of  FFS  appears  to 
significantly  cif feet  utilization  by  euid  payments  for  Blue  Cross  patients 
under  65  years  of  age,  even  cifter  controlling  for  the  independent  effects  of 
Blue  Cross  cost  cmtainment  measures. 

With  the  exception  of  Medicaid  and  Blue  Cross,  there  is  no  evidence  that 
PPS  had  clear  effects  on  other  payers  for  health  care  such  as  crmnprcial 
insurers  or  managed  care  plans.  The  period  since  1980,  and  e^secially  since 
1983,  has  been  one  of  major  changes  in  markets  for  health  insurzmce. 
Enrollment  in  managed  care  systesns  such  as  HMDs  and  PPOs  has  increased  frcni 
no  more  than  4  percent  in  1981  to  27  percent  of  those  covered  by 
QDoployer-sponsored  health  insurance  in  1987.  Conventional  heeLLth  insurance 
(including  both  ccninercial  insurers  and  the  Blue  Cross  plans  disnisspd 
above)  now  involves  many  cost  containment  features,  reducing  the  difference 
between  such  coverage  and  managed  care  systems,  such  as  HM3s  and  PPOs.  In 
1987,  32  percent  of  persons  covered  by  eaiployer-sponsored  insurance  oculd  be 
ocaTsidered  insured  by  managed  fee-for-service.  In  1986,  approximately 
20  percent  of  enrollees  in  ccnventioial  plans  sponsored  by  ccnmercicil 
insurers  (thus  excluding  Blue  Cross)  were  covered  by  utilization  review  in 
contrast  to  1984,  v*ien  fewer  than  2  percent  were  covered.  Over  the 
1984-1986  period,  concurrent  and  preadmissicMi  review  became  much  more  ccninon 
at  Blue  Cross  plans  as  well.  Althcu^  the  effectiveness  of  these  cost 
containment  features  are  unoertcdn  (and,  in  the  case  of  Blue  Cross,  differ 
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by  feature)  their  very  pervasiveness  suggests  serious  efforts  to  manckge 
care.  Finally,  in  1987  as  many  as  60  percent  of  enployees  with  group  health 
insurance  were  covered  by  plans  with  sane  form  of  self-insurance.  By 
contrast,  in  1981  self-insured  plans  covered  21  percent  and  in  1985  42 
percent  of  eaoDployees  at  mid-sized  and  large  firms  (the  most  likely  to  have 
self-insurance) .  Since  the  papulation  of  enployees  covered  emd  the 
definition  of  self-insured  status  differ  between  the  1981-85  and  the  1987 
estimates,  it  is  not  possible  to  calculate  precisely  the  grcwth  of 
self-insurance  since  1985. 

These  private  sector  changes  in  managed  care,  cost  containment,  and 
self-insurance  are  not  clearly  attributable  to  the  introduction  of  PPS. 
Hcwever,  the  enactment  of  Medicare  prospective  payment  "legitimized"  cost 
ccntainment  activities  by  other  payers  and  contributed  to  the  occpetitive 
environment  of  the  middle  and  late  1980s.  The  evidence  of  an  independent 
effect  of  PPS  on  Bliie  Cross  utilization  and  payment  over  and  above  the 
effects  of  plan  cost  containment  measures  also  suggests  the  possibility  that 
further  research  mi^t  identify  a  similar  effect  for  other  private  payers. 
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Tablt  5.1 


PERSONAL  EXPENDITURES  FOR 
HOSPITAL  CARE 
BY  SOURCE  OF  FUNDS, 
1984-1987 


==s3as3»>S3S3s«sns3ass: 
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1984 


1985 


1986 


■aassaaaacaaaaaaaasaaaaaaaaaaaaaasi 

1987         Expenaiture  Groutn 
(Percent) 


Amount   Shar*   Amoint    Share   Anount    Shar*   Amount    Shara  1984-85  1985*86  1986*67 


hospital  care 

156.1 

100.0 

166.7 

100.0 

178.4 

100.0 

194.7 

100.0 

6.8 

7.0 

9.1 

Direct  payments 

U.I 

9.0 

15.4 

9.2 

16.7 

9.4 

18.5 

9.5 

9.3 

8.5 

10.9 

Third  party  payments 

K2.0 

91.0 

151.4 

90.8 

161.7 

90.6 

176.2 

90.5 

6.6 

6.9 

9.0 

Private 

72.3 

46.3 

76.3 

45.7 

83.1 

46.6 

92.6 

47.5 

5.5 

8.9 

11.4 

Private  insurance 

56.5 

36.2 

58.9 

35.3 

64.4 

36.1 

71.9 

36.9 

4.1 

9.4 

11.6 

Other  private 

1.7 

1.1 

2.0 

1.2 

2.0 

1.1 

2.2 

1.1 

20.9 

-1.8 

9.3 

Government 

83.9 

53.7 

90.5 

54.3 

95.4 

53.4 

102.2 

52.5 

7,9 

5.4 

7.1 

Federal 

66.0 

42.3 

71.3 

42.7 

75.1 

42.1 

80.0 

41.1 

8.0 

5.4 

6.4 

Medicare 

a. 5 

28.5 

48.2 

28.9 

50.4 

2B.2 

53.3 

27.4 

8.4 

4.S 

5.8 

Other 

14.2 

9.1 

14.9 

8.9 

15.9 

8.9 

17.0 

8.7 

5.2 

6.8 

6.8 

State  and  local 

17.9 

11.4 

19.2 

11.5 

20.2 

11.3 

22.2 

11.4 

7.6 

5.3 

9.7 

Medicaid  (total) 

13.9 

8.9 

14.9 

9.0 

15.8 

8.9 

17.8 

9.1 

7,8 

5.9 

12.2 

Other 

11.3 

7.3 

12.5 

7.5 

13.2 

7.4 

14.1 

7.3 

9.7 

6.3 

6.8 

Note:  Private  paynent  total  ineludas  diraet  payanta.  Federal  paywant 
total  includes  Federal  chart  of  Medicaid.  Medicaid  (total) 

ineludca  both  Federal  and  Stat*  shares. 

Expenaiture  aoewts  arc  in  billions  of  dollars. 

Expenditure  shares  are  in  percent. 


Source:  Health  Care  Financing  Adainiatration,  Office  of  the  Actuary 
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